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MISSION STATEMENT

H

Prof'itably offer the best product in the Stanley
Furniture segment and support it with excellent

quality and service.

|
|
|

STRATEGY

Position Stanley Furiture as a wood resource in
l —
the upper-medium residential market segment
o
offering a diversified product line distributed

thr(nilg'h multiple channels.

|
. |
|

CORE BELIEFS

o Style leadership with a value orientation

suﬁpiortcd by excellent qu?liFy and service is

)
the floundation for success.
|

| . . - - -
e Uncompromising integrity in all our dealings
will ensure that associates, customers and suppliers

are always treated with respect and fairness.

{. . . . .
. Supe:rlor profitability will assure perpetuation
of t‘ht;: Company and the well-being of our
t
stoclzklholdc'rs, associates, customers and

i
community neighbors.




FINANCIAL HIGHLIGHTS

I

(In [ll'mumnd.s, except per share data) %a L 2005 2004 2003 2002
Sales and carnings:
‘Net sales -7.8% $307,547 $333,646 $305,815 $265,263 $243,547
Operating income -39.3% 22,729 37,442 34,688 26,216 22,361
Netincome -27.8% 16,781 23,231 20,789 15,150 12,571
Per share:
Net income, diluted -20.3% $ 141 $ 177 $ 159 $ 117 $ 093
Dividends paid 33.3% 0.32 0.24 0.20 0.10
‘Market price at year end -7.5% 21.45 23.18 22.48 15.75 11.63
Financial position at year end: )
' Cash $ 6269 $ 12,556 $ 7.632 $ 2509 $ 9227
1 Current maturities of long-term debr 2,857 2,857 4,257 7.014 6,914
Working capital excluding cash and . ‘
current maturities of long-term debt 68,624 81,501 85,192 " 68,960 60,631
‘Toral assets 162,678 190,488 188,888 164,203 172,485
Total debt 8,571 11,428 15,685 22,700 29,614
Stockholders' equity 109,647 132,749 127,265 102,558 99,687
Total debe as a percentage of
' total capitalization 7.3% 7.9% 11.0% 18.1% 22.9%
[
NET SALES OPERATING MARGIN
(IN MILLIONS) {PERCENT OF NET SALES)
$334
OPERATING
NET SALES ‘ $306 $308 MARGIN 11.3% 11.2%
3265 3.9%
- 8 0 $24i 4 0 L o
9% ’7 4% o
u “9% 8%
2001 2003 2004 2005 2006 2002 2003 2004 2005 2006
I
EARNINGS PER SHARE WORKING CAPITAL EXCLUDING CASH AND CURRENT
(1N DOLLARS) MATURITIES OF LONG-TERM DEBT
- 5 (PERCENT OF NET SALES)
177
EARNINGS $159 WORKING 279%
PER SHARE 31l CAPITAL ] 260%
117 249 24.4%
- 2 0 % 30.93 2 2 o 3 % 22.3%
H +36% i .
2002 2003 2004 2005 2006 2002 1003 2004 2005 1006
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Jeffrey R. Scheffer

Chairman, President & CEO

i

'

2006 was a difficult year. The industry-wide slowdown that began inilatc 2005
wlorfencd and does not yet appear to be over. As a result, our sales dcfcrcascd 7.8%,
oII)cr‘lating income declined 39.3%, net income was down 27.8% and ::amings per
share were 20.3% lower than in 2005.

I Igcspitc these resuls, Tam conﬁdlcnt we are a stronger, more efficient company

today than we were a year ago and that Stanley Furniture is well poised for the

i .
upturn, Ler me explain.

ll\lrﬂ’:ROVED CASHFLOW

Even with lower sales and earnings, 2006 was one of our best years for cash flow.
Our cash generartion was aided by the significant reduction in inventories that
loévctl'cd working capital (excluding cash and current maturities of long-term debr)
.‘512.9I million, or 15.8%, in 2006.

' “z’/c used this strong cash flow from operations along with cash on‘hand to
purchasc 1.4 million shares of our stock for $33.6 million, pay cash dividends of
$3 7 m11110n and repay $2.9 million of debt. 5

Our financial strategy has remained simple yer powerful. We have continued
to focus on generating strong cash flow, u.sing it to invest in the furure of the
business, and returning the excess to our shareholders by repurchasing our stock
(mprft: than $134 million in the past 11 years) and paying cash dividends. We are
prepared to incur additional debt to take advantage of ateractive stock repurchase

] 1
opportunities and to provide a more balanced capital structure for the business.

| g
FdCUSED ON OUR MISSION AND INTEGRATED BUS[N!IESS
STRfl\TEGY !
Furnicure is a cyclical business which typically tracks housing salcs While thc
demand for furniture never goes away,: the consumer’s willingness to spend for big
ticket pufchases can fuctuate significantly. At the same time, the nearly complete
shife o!l"wood furniture manufacturing to Asia has created great turbulence in the
markcltplncc as retailers and manufacrurers-turned-marketers alike convert to an
import model of some degree. ' .

i—'actor in worldwide over-capacity, and you may wonder how a mostl‘jr domestic
furn;itqrc manufacturer can compete, grow and perpetuate itself in such an
environment, We change. We adapt. But we don't forger who we are, what we can
do b'crt;:r, how we differentiate Stanley Furniture in the marketplace or how we

¢ |
create value for our customers and shareholders. In short, we remain focused on

Fl . .
our mission and our integrated business strategy.




'Our belief that companies are successful when they satisfy customer wants
and differentiate th.emsc_lvcs from the competition is best captured in our company;s
mission statement: “Profitably offer the best product in the Stanley Furniture
st:g|ment and support it with excellent quality and service.” Defined as sbmcthing
theI consumer wants at a price she’s willing to pay, best product attraces our recail
customers. Excéllent quality and service are the differentiators that retain them.

In $hort, it is why they do business with Stanley Furnirure.

‘While our mission guides and grounds our management team, we are driven
by our integrated business strategy: A diversified product line sold through
mulciple distribution channels backed by competitive operational advantages.

'Focused exclusively on the upper-medium priced residential wood market
segment, our diversified product line features more than 4,000 items encompassing

g
every style category for every room in the home. This vast selection—now rare in
a Il;arketplacc dominated by importers—provides our retail partners a broad array
of.%olutions for the dcsign needs of consumers. These products are distributed
nationally through approximately 3,500 customers, including independent
furlniturc retailers, regional chains, department stores and designers, as well as
intérnationally in more than 40 countries. Importantly, distributing our product
line through multiple channels provides the flexibility to follow the consumer as

! .
C]‘lal.l'lnf:l preferences change and retail customers come and go.

TI':IE COMPETITIVE ADVANTAGE OF DOMESTIC PRODUCTION
Developing best scllingi high qualicy products and shipping them quickly requires us
w l:)c a great operator—domestically and internationally. Presently, about two-thirds
of our sales—a ratio we do not foresee changing significantly—are products we
ma_lkc in our four domestic factories with the balance made to our stringent quality
specifications by a limited group of suppliers, primarily located in Asia.

Domestic manufacturing is key to delivering on the promise of our mission.
It is a core competency and our four domestic factories provide the competitive
ad\Ifantagc necessary to execure a business proposition built on selection, qualiry and
ﬂ,st shlppmg Very simply, supply chains that begin on the other side of the world
c mnot offer the Stanley Furniture breadth of assortment and match our quick
s}nlppmg—on average abour 14 days from receipt of the order.

| Unlike many in our industry who have used sourcing to compete wholly on
prilce, we have used sourcing as a way to “style-up our product lines without pricing
thém up.” This blending of the best of what can be done in our own factories with

the best of what can be done elsewhere in the world has allowed us to create more

We change. We adapt. But

we don’t forget who we are,
what we can do E;ettev; how we
differentiate Stanley Furniture
in the marketplace or how we
create value for our customers

and shareholders.

]

— e

Excellent quality is ingrained in every facet of
Stanley Furniture’s manufacturing process and
supply chain, both domestically and among carefully

monitorad OFFS[’IOI‘E resources.

e
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In addition to lowering costs,

improving

quality and

reducing shipping times

(with less

inventory!),

lean is changing the way our

management

team thinks

about our business.

Lean thinking is be‘ing adopted throughout our business

and at every level of the m

anufacturing process.

| ‘
: ;

exciting and complete product lines—a strategy which has allowed us to maintain

our price points without falling into the deflationary trap that has claimed so
|

many companies in our industry.
| i

¥
! :

. . \
LEAN BUSINESS PRINCIPLES: CREATING A NEW VISION
- !
E\;cn the best value proposition can be mitigared when the price is low enough.

t

A{ld make no mistake, our compctmon is the “China—and 1ncrcasmg[y
Vietnam—price”. For this reason, we Tecognize we must become a lowcr COst
producer. The platform for the reinvigoration of our continuous 1mp;ovcmcnt
efforts is “lean thinking.” Lean is an ongoing, organized and disciplinied approach
to: continuous improvement, dcsigne:d to expose problems and waste pf all’kinds.
: Ii)uring 2006, we conducted 116 Tweck—long Rapid Improvement Events .
inlvolving 536 or nearly one-fourth olf our associates. Proof that what we're doing
is working is seen in our $10.6 million or 15.1% reduction in mventory and a
stémﬁcant improvement in our quahty metrics during the second ha[fof 2006.

" In addition to lowering costs, 1mprov1ng quality and reducing shipping rimes
(v\!rith less inventory!), lean is changing the way our management team thinks
about our business. From how we develop product and process an orécr, to how
and why we source, to shipping products €0 our customers, we are rCli’lVEﬂtlnb r our
busmese daily. In the process we are 51mp11fymg the business ofdomg business for
oqr customers and creating a new vision of what our company can and wilf lock

|

]illcc in the years to come. | '
t
i

J

DIFFERENTIATION: CR]T[CAL IN AGLOBAL ECONOMY
| ' ;

While our lean efforts will help to lower costs, we realize we may hev:}zr be as low
|

cost as our Asian competitors, Bue wle don't have 1o be, so long as we ‘Eadd value to

the supply chain. And that requires us to be different in multiple areas:

. |
Styling. Because everything starts with product, our designs'must be as fresh

as they are timeless, in step with the way today’s consumer (Gen X, Gen Y

and Baby Boomer) lives. F

i

Selection. Because most importers offer only highly edired product assortments,
l - . -
our vast selection of 4,000 irems rrllakcs Stanley Furniture the preferred line for

many retail salespeople and designers looking to solve a consumer’s design needs.

'

. . .k
o Speed. We ship our products, on average, in 14 days from receipt of order.
.
While this alone differentiates us from most of our competition, we also

|

i .

| eliminate the need for our retail CUSTOMETS [0 CAry Unnecessary inventory.
'

I
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o | Integrity qf Information. Inconsistent supply chains that strewch 12 1o 26
1weeks have ‘ade it difficult for most importers to accurarely communicare
l when their customers will receive delivery of their orders. While we are far
| from perfect, our customers give us consistent high marks for doing what we-

1 say we're going to do.

The furniture Business is a difficult execution business—it always has been. But
it has become increasingly more complex as wood manufacturing has shifted to
Asia. In fact, some importers and retailers are experiencing considerable financial
stress due to the combination of poor business, a trading down of price points,
unlrr:co'gnized costs of lengthy supply chains and excessive inventory.

{ In short, cur customers can count on us in an upside down, complex and

I
glc:bal furniture induscry. Making it simple for the retailer is a key differentiator.
{

I
ST;'ANLEY FURNITURE: SOLIDLY POISED FOR GROWTH

Yo;ur managem;ent team is committed to creating sharcholder value on an ongoing
basis. We fully inderstand our responsibility to provide you with a return on your
investment, We have worked hard to improve our products, lower our costs, reduce
shilpping timesland improve quality. While we cannot predict when business
c-or'lditions wili: improve, we stand poised and rcady for the upturn. Intcrestingly,
this current buSiness cycle is the first down cycle we have experienced since the
shift of wood 11:1anufaccuring to Asia. When business does turn, we believe it will
higih]ight the benefits of a short supply chain and fast shipping. In fact, our mis-
si‘ofn may be m(é)re relevant today and tomorrow than it ever has been! .
I Lastly, 1 wo%.n_ld like to express my sincere appreciation to associates throughout
our company a:nd our Board of Direcrors for their diligent work during the last
yedr. I am foru%natc to be surrounded by a group of highly talented and dedicated
people committed to continuing the wradicion of superior financial results and
sustained sharc:holdcr value, with uncompromising integrity in all that we do. [
would also like to thank our shareholders and our customers for the confidence
thart they have shown in our company. We believe, despite the results of 2006,

that we are positioning the company for a brigh future.

|

Making it simple for the

retailer is a key differentiator.
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SIMPLIFYING A COMPLEX, BUSINESS

T

We consider how people live,
and then carefully design

different sizes and

configurations of furniture to
suit multiple purposes
and varying spaces

throughout the home.

I
}
[
[
b

I 1
Home furnishings is a complex business. That’s why at Stanley Furniture, we
P]LCC a high priority on simplifying the business process for the customers we
se!rve. We offer a highly diversified pi‘oducr line—in style as well as s?lcction—

baickf:d by the competitive operational advantages of fast shipping, cx'cellc'nc

quality and the ease of our business transactions,

EXPRESSIONS OF PERSONAL STYLE '
: '

Our styles cover the design specerum, from classic traditional to cozy cottage to
'
easy casual looks. As a design leader, we have captured more coveted Pinnacle

Awards for design excellence than any other company in our industry. Starting
1 . |
with nursery furniture for babies and their fashionable moms, we offér furniture
|
collections to appeal to Gen X, Gen Y and Baby Boomers, for every life stage, cvery

stvle and évery room of the home. i

|
] 1 N
We also offer choices. Each furniture collection features multiple opti‘ons for

A?nlJLL SELECTION

i . <. .
everything from beds, dressers and dining tables to home entertainment and

| 1 .
hqme office furniture. We consider how people live, and then carefully design
’ |

[ P

It's all about choices. We :design
furniture with fexibility in mind,
understanding that a sing]e piece
of furniture might need to serveé in
different capacities in its!“Fetime.
This Lincofn Park armoire can serve
double-duty, either as a wardrobe,
storing clothing or |inens,For a

home entertainment centgr.

LINCO

v
)
I
|
|
1




different sizes and configurations of furniture to suit mulriple purposes and

varying spaces throughout the home. As the industry leader in youth furniture,
1

our Young America® offerings provide a wide choice of furnicure that is Built to

Grow,™ from crib to college and béyond.

SPEED AND QUALITY
We take our customers out of the inventory game and the associated costs of
wartchousing, damage, repair, product obsolescence and money tied up in unneeded

inventorics. Not only do we ship our products fast— 14 days on average—but we

receive consistently high marks for the excellent qualivy of our furniture.

DELIVERING ON OUR MISSION

As a leading designer and manufacturer of high quality residential wood furniture,
we continually work to be not only the best, but the easiest company to do business
with. Our customers can count on the integricy of the information we provide them.
()L;r goal is to simply do what we say we will do, when we say we will do it, in every

a.;p;ect of our business each and every day. Perhaps what most differentiates Stanley

Furniture in the marketplace is thar we simplify 2 complex business.

etz b
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Perbaps what most
differentiates Stanley Furniture
in the marketplace is that we

simplify a complex business.

We ship it quickly and carefully packaged.

A beautifully finished entertainment cabinet is
wrapped in soft foam (above), then crated, boxed
and shipped (l?\&)' As a result, our furniture
arrives to our customers ready to deliver to the

consumer’s home.

-

L
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 CR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2006
Commission file number 0-14938

STANLEY FURNITURE COMPANY, INC.
(Exact name of Registrant as specified in its Charter)

Delaware 54-1272589
(State or other jurisdiction of incorporation or organization) {LLR.S. Employer Identification No.}
1641 Fairystone Park Highway, Stanleytown, VA 24168
(Address of principal executive offices, Zip Code)

Registrant’s telephaone number, including area code: (276) 627-2000
Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, par value $.02 per share Nasdag Stock Market

.Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act: Yes () No (x)

Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act; Yes () No (x) '

Indicate by check mark whether the Registrant (1} has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days: Yes (x)
No () -

Indicate by check mark if disclosure of delinquent filers pursuant to ltem 405 of Regulation S-K {Section 229.405 of
this chapter) is not contained herein, and will not be contained, to the best of Registrant’s knowledge, in definitive
proxy or information statements incorporated by reference in Part 1l of this Form 10-K or any amendment to this
Form 10-K. ()

indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-
accelerated filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act,
(check one): Large accelerated filer ( } Accelerated filer (x) Non-accelerated filer () .

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes () No (x)

Aggregate market value of the voting and non-voting common equity hetd by non-affiliates of the Registrant based
on the closing price on June 30, 2006: $251 million.

Indicate the number of shares outstanding of each of the Registrant's classes of common stock as of January 26,
2007:
Common Stock, par value $.02 per share 10,928 610
(Class of Common Stock) Number of Shares

' Documents incorporated by reference: Portions of the Registrant’'s Proxy Statement for our Annual Meeting of

Stockholders scheduled for April 18, 2007 are incorporated by reference into Part !l
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Stanley Furniture Company, Inc.

PART I
Item 1. Business

General

We are a leading designer and manufacturer of residential wood furniture exclusively targeted at the upper-
medium price range. We offer diversified product lines across all major style and product categories within this
price range. This product depth and extensive style selection makes us a complete wood furniture resource for
retailers in our price range and aflows us to respond more quickly to shifting consumer preferences. We have
establlshed a broad distribution network that includes independent furniture stores, department stores, regional
furmture chains and designers. To provide our products and support this broad distribution network, we have
implemented a blended operating strategy combining efficient and flexible manufacturing processes with offshore
sourcing of selected items. We incorporate selected imported finished items in our product line to lower costs,
provide design flexibility and offer a better value to our customers. We emphasize continuous improvement
utilizing/lean business principles on an enterprise wide basis to enable us to continue providing competitive
advantages to our customers, such as breadth of selection, quick delivery, reduced inventory mvestment high

quality and value.
Products and Styles

Our product offerings cover all major design categories and include dining room, bedroom, home office,
home entertainment, accent tables and youth furniture marketed as Young America®. Our Young America®
offerings include infant furniture marketed as Young America Baby®. We believe that the diversity of our product
lines enables us to anticipate and respond quickly to changing consumer preferences and provides retailers a
complete wood furniture resource in the upper-medium price range. We believe that our products represent good
value and that the quality and style of our furniture compare favorably with more premium-priced products.

We provide products in a variety of woods, veneers and finishes. .Our products are designed to appeal to a
broad range of consumers and cover all major style categories including traditional, contemporary, transitional and
cottage designs.

We design and develop new product styles each year to replace discontinued items or styles and, if desired,
to expand product lines. Our product design process begins with marketing personnel identifying customer
preferences and conceptualizing product ideas, which generally consist of a group of related furniture pieces. A
variety of sketches are produced, usually by Company designers, from which prototype furniture pieces are built
prior to'full-scale production. We consult with our marketing personnel, sales representatives and selected
customers throughout this process and introduce our new product styles primarily at the fall and spring
international furniture markets.

Distribution

We have developed a broad domestic and international customer base and sell our furniture through
approximately 60 independent sales representatives to independent furniture retailers, department stores and
reglonal furniture chains. Representative customers in alphabetical order include, Carson Pirie Scott & Co.,
Furnltureland South, Gorman’s Furniture, Jordan’s Furniture, Louis Shanks, Marshall Field's, Mathis Brothers,
Nebraska Furniture Mart, Raymour & Flanigan, Robb & Stucky, Rooms To Go Kids, Schneiderman’s Furniture and
Treasures Furniture. We believe this broad network reduces exposure to regional recessions, and allows us to
capltahze on emerging channels of distribution. We offer tailored marketing programs to address each channel of

dlSlFIbUlIOﬂ . -

The general marketing practice followed in the furniture industry is to exhibit products at international and
regional furniture markets. In the spring and fall of each year, a seven-day furniture market is held in High Point,
North Carolina, which is attended by most buyers and is regarded by the industry as the international market. We
utilize approximately 63,000 square feet of showroom space at the High Point market to introduce new products,
increase sales of our existing products and test ideas for future products.

We sold to approximately 3,500 customers during 2006 and approximately 5% of our sales in 2006 were to
|nternat|ona1 customers compared to 4% in 2005. No single customer accounted for more than 10% of our sales in
2006. 'No material part of the business is dependent upon a single customer, the loss of which would have a

3



| |
material effect on our business. The loss of several major customers could have a material impact on our,
business. ‘ |

Manufacturing and Offshore Sourcing 1
t
Our manufacturlng strategy combines domestlc manufacturing with global sourcing. Domestic }
manufacturing operatlons coemplement our product and distribution strategy allowing us to drive contlnuous
improvement m[quallty and customer service, while reducmg inventory costs. Our domestic manufactunng
strategy includes: '

Smaller, more frequent and cost-effectlve production runs |
‘Identlf" catron and elimination of manufacturlng bottlenecks and waste

Employment of statistical process control and cther quality tools

Use of cellutar manufacturing in the pl"OdUCtICJn of components

Improven"\ent of our relationships W|th suppliers by establishing primary suppliers :

In addition, a key element of our manufacturing practices is to involve all personnel, from hourly assocrates
to managementl in the |mprovement of the manufacturing processes by encouraging and responding to ideas to
improve quality and to reduce manufacturing lead times. Each of our manufactunng facilities is focused on
compatible products to |mprove quality and lower productlon cosis. E

|

We also mtegrate the sourcing of selected fi nlshed items with our domestlc manufacturing operations to
further enhance'our product and distribution strategy We acquire selected fi mshed items and component parts
from a limited number of offshore suppliers who can|meet our quality specifications, production efficiency and
scheduling requ;rements Approximately 34% of our sales volume in 2006 came from products sourced from Six
countries with China representing the largest volume We anticipate this percentage to be about the same ‘for
2007.

We operate manufactunng facilities in North, Carohna and Virginia consisting of an aggregate of .
approximately 3:2 million square feet. We con5|der our facilities to be generally modern, well-equipped and weil-
maintained.

We shlpped customer orders within 14 days[frcl)m the receipt of order on average during 2006. We schedule
production of our various styles based upon actual and anticipated-orders. To support our delivery performance,
we maintain a htgher mventory level of sourced products compared to those we'manufacture. Continuous .
improvement efforts have}allowed us to reduce the cycle time for our domestically manufactured products and
reduce our mventory levels without Iowerlng customer service levels in 2006. Since we ship customer orders on
average in 14 days the size of our backlog is not necessanly indicative of our long-term operations. Our backlog
of unshipped orders was $17.6 million at December 31, 2006 and $16.9 million at December 31, 2005.

Raw Materials !

The principal matenals used in manufactunng our products include lumber, veneers, plywood, particle board,
hardware, glue, finishing materials, glass products; laminates, fabrics and metals. We use a variety of species of
lumber, mcludmg cherry, oak, ash, poplar, pine and maple Our five largest raw material suppliers accounted for
approximately 27% of our|purchases in 2006. We belleve that our sources of supply for these materials are
adequate and that we are not dependent on any one supplier. |

Competition '
!

We ranked 13" among the largest furniture manufacturers in North America based on 2005 sales, according
to Furniture/T: oday a trade publication. The furnlture industry is highly competitive and includes a iarge number of
foreign and domestlc manufacturers none of which domlnates the market. In addition, competition has
significantly increased from foreign manufacturers in countnes such as China and Vietnam which have lower
production costs| The markets in which we compete mctude a large number of relatively small manufacturers;
however, certain competttors have substantially greater sales volumes and finangcial resources compared to us.
Competitive factors in the upper medium price range, include style, price, quality, delivery, design, service,
selection and durablllty We believe that cur manufactunng processes, our sourcing strategy, long-standing
customer relatlonshlps and customer responsweness consistent support of existing diverse product lines that are
high quality and good value, and our experienced manegement are competitive advantages.
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Associates

At December 31, 2006, we employed approximately 2,200 associates. None of our associates are
represented by a labor union. We consider our relationship with our associates to be good.

e

Trademarks

Our trade names represent many years of continued business, and we believe these names are well
recognized and associated with excellent quality and styling in the furniture industry. We own a number of
trademarks and design patents, none of which are considered to be material.

Governmental Regulations

We are subject to federal, state and local laws and regulations in the areas of safety, health and
environmental protection. Compliance with these laws and regulations has not in the past had any material effect
on our earnings, capital expenditures or competitive position. However, the effect of such compliance in the future
cannot be predicted. We believe that we are in material compliance with applicable federal, state and local safety,
health and environmental regulations.

Forward-Looking Statements

Certain statements made in this report are not based on historical facts, but are forward-looking statements,
These statements can be identified by the use of forward-looking terminology such as “believes,” “estimates,”
“expects,” “may,” “will,” “should,” or “anticipates,” or the negative thereof or other variations thereon or comparable
terminology, or by discussions of strategy. These statements reflect our reasonable judgment with respect to
future events and are subject to risks and uncertainties that could cause actual results to differ materially from
those in the forward-looking statements. Such risks and uncertainties include the cyclical nature of the furniture
industry, competition in the furniture industry including competition from lower-cost foreign manufacturers,
disruptions in offshore sourcing including those arising from supply or distribution disruptions or those arising from
changes in political, economic and social conditions, as well as laws and regulations, in China or other countries
from wh|ch we source products, international trade policies of the United States and countries from which we
source products manufacturing realignment, the inability to obtain sufficient quantities of quality raw materials in a
timely manner, business failures or loss of large customers, the inability to raise prices in response to inflation and
mcreasmg costs, failure to anticipate or respond to changes in consumer tastes and fashions in a timely manner,
enwronmental compliance costs, and extended business interruption at manufacturing facilities. Any forward-
looking 'statement speaks only as of the date of this filing, and we undertake no obligation to update or revise any
forward-looking statements, whether as a result of new developments or otherwise.

Available Information

Our principal internet address is www.stanleyfurniture.com. We make available free of charge on this web
site our-annual, quarterly and current reports, and amendments to those reports, as soon as reasonably
practicable after we electronically file such material with, or furnish it to, the Securities and Exchange Commission.

In addition, you may request a copy of these filings (excluding exhibits) at no cost by writing, telephoning,
faxing or e-mailing us at the following address, telephone number, fax number or e-mail address.

Stanley Furniture Company, Inc.
1641 Fairystone Park Highway
Stanleytown, Virginia 24168
Attention: Mr. Douglas |. Payne
Telephone: 276-627-2000
Fax: 276-629-5114

Or e-mail your request to: Investor@Stanleyfurniture.com




ltem 1A. Risk Factors .

Our resuits of operations and financial condrt.-on can be adversely affected by numerous risks. You
should carefully consrder the risk factors deta.'.'ed below in conjunction wrth the other information '
contained in thrs document Should any of these risks actually materialize, our business, financial
condition and future prospects could be negatrvely impacted. |

" We may not be able to sustain current sales and earnings due to economic downturns. '

The furniture industry hlstoncally has been cycllcal |n nature and has fluctuated with economic cycles. Durrng
economic downturns, the furniture industry tends to experrence longer periods of recession and greater declines
than the general economy We believe that the mdustry is significantly influenced by economic conditions generally
and particularly by consumer behavior and confidence, the level of personal discretionary spending, housing
activity, demographrcs and credit availability. These factors not only affect the ultimate consumer, but also impact
furniture retailers, which are our primary customers As a result, an economic downturn could lower our sales and
earnings. |

1
t

We may not be able to sustain current sales and earnings due to the actions and strength of our

competitors. '

The furniture mdustry is very competitive and fragmented We compete with many domestic and foreign

manufacturers. rCompetmon from foreign producers has increased dramatically in the past few years, with most

residential wood furnlture sold in the United States now coming from imports. These foreign producers typically

have lower selllng prices 'due to their lower operatlng costs. Some competitors have greater financial resources

than we have and often offer extensively advertlsed I well-recognized, branded products. As a result, we are

continually subject to thelrisk of losing market share! which may lower our sales and earnings.

As a result of our reliance on foreign sourcing:

' i

. Ou'rl ability to service customers co:uld be adversely affected and result in lower sales and
earnings. . '

Ouri sourcing|partners may not supply goods that meet our manufacturing, quality or safety

specn‘" catlons in a timely manner and at an acceptable price. We may reject goods that do not meet
our specmcatlons and either manufacture internally or find alternative sourcing arrangements at a
hrgher cost, or may be forced to dlscontrnue the product. Also, dellvery of goods from our forelgn
sourcrng partners may be delayed forrreasons not typically encountered with domestic manufactunng
or sourcrng such as shipment delays caused by customs or labor issues.

. Changes in political, economic and socual conditions, as well as laws and regulations, in China

or the other countries from which we!source products could adversely affect us.
t

Fore|gn sourcing is subject to polltlcal and social instability in China or the other countries where our
sourcmg partners are located. This could make it more difficult for us to service our customers. Also,
sngnlt"cant ﬂuctuatlons of foreign exchange rates against the value of the U.S. dollar could increase
costs and decrease earnings. In addition, an outbreak of the avian flu or similar epidemic in Asia or
elsewhere may lower our sales and earnrngs by disrupting our supply chain in the countries rmpacted

. Internatlonal trade policies of the Umted States and countries from which we source products
could adversely affect us.
Imposmon of trade sanctions relating to |mports taxes, import duties and other charges on |mports
could increase our costs and decréase our earnings.

Manufacturing realignment could result in a decrease in our earnings. !
We review our domestrc manufactunng operatlons and foreign sourcing program con an ongoing basis. Certain
individual products or product lines may be shifted from being domestically produced to being sourced and as a
result we may reduce our/domestic capacity. Manufactunng realignments could result in a decrease in our
earnings.




We may not be able to maintain or to raise prices in response to inflation and increasing costs.

Future market and competitive pressures may prohibit us from raising prices to offset mcreased raw material costs
freight costs and other inflationary items. This could lower.our earnings. :

"l::. e T i:,x .
We may not be able to obtain sufficient quantmes of quality raw materials in a timely manner, which could
result in a decrease in our sales and earnings.

Because we are dependent on outside suppliers for all of our raw material needs, we must obtain sufficient
quantmes of quality raw materials from our suppliers at acceptable prices and in a timely manner. We have no
long- -term supply contracts with our key suppliers. Unfavorable fluctuations in the price, quality and availability of
these raw materials could negatively affect our ability to meet demands of our customers and could result in a
decrease in our sales and earnings.

Business failures, or the loss, of large customers could resuit in a decrease in our future sales and
earnings.

Although we have no customers that individually represent 10% or more of our total annual sales, the possibility of
business failures, or the loss, of large customers could result in a decrease of our future sales and earnings. Lost
sales may be difficult to replace and any amounts owed to us may become uncollectible.

Failure to anticipate or respond to changes in consumer tastes and fashions in a timely manner could
result in a decrease in our sales and earnings.

ReS|dent|aI furniture is a highly styled product and is subject to rapidly changlng consumer trends and tastes. If we
are unable to predict or respond to changes in these trends and tastes in a timely manner, we may lose sales and
have to sell excess inventory at reduced prices. This could lower our sales and earnings.

Future environmental costs could reduce our earnings.

We are subject to federal and state environmental regulations that govern the release of pollutants into the water
and air, the disposal and management of toxic wastes and substances and the cleanup of hazardous sites. The
timing and ultimate magnitude of costs for environmental compliance are difficult to predict and could reduce our
earnings.

Extended business interruption at our manufacturing facilities could result in reduced sales.

Furniture manufacturing creates large amounts of highly flammable wood dust. Additionally, we utilize other highty
ﬂammable materials such as varnishes and solvents in cur manufacturing processes and are therefore subject to
[ the risk of losses arising from explosions and fires. Our inability to fill customer orders during an extended

i business interruption could negatively impact existing customer relaticnships resulting in market share decreases.

Item 1B. Unresolved Staff Comments

None.

i
!
!
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Item 2. .Progerties

Set forth below is certain information with respect to our principal properties. We believe that all these
properties are weII mamtamed and in good condltlon All of our plants are equipped with automatic sprlnkler :

systems and modern fi re protectlon equipment, WhICh we believe are adequate. All facrlltles set forth below are
active and operatlonal Product|on capacity and extent of utilization of our facilities are difficult to quantify|with

certainty because. mammum capacny and ut|I|zat|on varies periodically dependlng upan the product being

manufactured, ’the amount of.component parts and|f' inished items outsourced and the utilization of the labor force
at the facmty In 2006 we operated our facilities at Ievels significantly below thelr estlmated capacity. Wefbeheve
available capamty at our| facilities together with the mtegratuon of selected lmported finished items will be adequate
to expand produchon to meet anticipated product requufements |

Location !

Stanleytown, VA!

Martingville, VA
Lexington, NC
Robbinsville, ;NC

‘

High Point, NC |

Martmswlle VA

1

Item 3 Legal Proceeding

\
1

! 1
Approximate

Facmty Size

Primary Use (Square Feet)
Manufacturing and Corporate Headquarters 1,721,000
Manufacturmg ' 1300,000
Manufacturing 635,000
Manufacturing ' '562,100
| Showroom : | 63,000
JWarehouse | , 288,000

I

Owned %
or
Leased
Owned
Owned
Owned
Owned
Leased
Leased E

In the normal course of business, we are mvolved in claims and lawsuits none of which currently, injour
opinion, will have a materlal adverse affect on 0u[r consohdated financial statements.

F

Item 4. Subm|55|0n of Matters to a Vote of Se0ur|tv Holders
. - | - , /

'

“None.
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Executive Officers of the Regiétrant

Our executive officers and their ages as of January 1, 2007 are as follows:

Name Age Position

Jeffrey R. Scheffer...........o i 51 Chairman, President and Chief Executive
Officer

Douglas |. Payne ..o 48 Executive Vice President — Finance and
Administration and Secretary

R. Glenn Prillaman ..........cccoo oo 35 Senior Vice President — Marketing and
Sales

Ricky D. LOVOIM .oveieecee et 50 Senior Vice President — Manufacturing

Dennis K. Taggart ..., 49 Vice President — Human Resources

Jeffrey R. Scheffer has been Chairman of the Board of Directors since April 2005 and Chief Executive
Officer 'since December 2002. Mr. Scheffer has been President since April 2001. He also served as Chief
Operating Officer from April 2001 to December 2002. Prior to his employment with us, Mr. Scheffer served as
President of American Drew, a furniture manufacturer, for five years.

Douglas |. Payne has been Executive Vice Prasident — Finance and Administration since April 2001. Mr.
Payne previously held the position of Senior Vice President — Finance and Administration since December 1996.
He was our Vice President of Finance and Treasurer from September 1993 to December 1996. Prior to that time,
Mr. Payne held various financial management positions since his employment by us in 1983. Mr. Payne has been
our Secretary since 1988.

R. Glenn Prillaman has been Senior Vice President — Marketing and Sales since September of 2006. Mr.
Prillaman previously held the position of Senior Vice President — Marketing/Sales — Young America® since August
2003. He was our Vice President — Product Manager from January 2002 to August 2003. Mr. Prillaman held
various management positions in product development for Young America® from June 1999 to January 2002. Mr.
Prillaman is the son of Albert L. Prillaman who serves as lead director on the Board of Directors.

Ricky D. Lovorn has been Senior Vice President of Manufacturing since his employment with us in March
2006. Prior to his employment with us, Mr. Lovorn served as Director of Manufacturing for Masco Builder Cabinet
Group, a cabinet manufacturer, from December 2004 to March 2006. From January 1998 to December 2004, he
served as a plant manager for Merillat Industries, a cabinet manufacturer.

Dennis K. Taggart has been Vice President of Human Resources since his employment with us in January
of 2005. He has been an executive officer of the company since April 2006. Prior to his employment with us, Mr.
Taggart served as Director of Human Resources for Whirlpool Corporation, an appliance manufacturer, since
2000. Prior to that, he held various human resource positions with Hillenbrand Industries, a healthcare and funeral
services company, since 1985.



Item 5.

PART Il

|
Market for Reglstrant s Common Egurty, Related Stockholder Matters and Issuer

Purchases of Equity Securities

o4

. i
Our common. stock

Third Quarter ..... "
Fourth Quarter‘ o]

As of January 26, 2007,,we have approxrmately 2,200 beneficial stockholders
‘of Directors rewsed our dlwdend policy to rncrease our.annual dividend to $.40 per share. Our dividend polrcy is
subject to revrew and revrsron by the Board of D:rectors and any future payments will depend upon our financial
condition, our capltal requrrements and earnings, as wellras other factors the Board of Directors may deem!

relevant.
Performance Graph

The foIIowmg graph

is quoted on the Nasdaq Stock Market ("Nasdaq"} under the symbol STLY, The table
below sets forth |the hlgh and low sales prices per share for the periods mdncated as reported by Nasdag, adjusted
to reflect a two-for-one stock split, distributed in the form® ‘'of a stock dividend on 'June 6, 2005.

l
|
|
|
1

'

|

2006 2005 |

| Dividends Dividends i

High | Low Paid High Low Paid

$20.96 $22:77 $.08 $26.85 $21.61 $.06 |
29.58 1 20.00 .08 24149 19.14 .06
2557  20.54 .08 30.89 23.16 .06

2406 11911 .08 2@59 19.31

compares cumulative total stockholder return for the Company with a broad performance
indicator, the Nasdaq Non-FmancnaI Stock index, an mdustry index, the Wood Household Furniture Index and a
Peer group mdex for the penod from December 31 2001.to December 31, 2006.

|
Comparison of CumuIatlve Total Return (1)

Stanley Furniture Company, Inc Wood Household Furniture Index,
Nasdaq Non- Flnancu-!zl S{to,ck Index and Peer Group Index
. |

06 |
|

In January 2007, our Board

$225 1
%200 |

] -l
$175{ "%

Stanley Furniture
Wood Household Funﬂunelndex(é)

-|Nasdaq Non-Financial Stock index (3)
\Peer Group Index {4)

I
!
!
|
!
|
\
|

r

L

$‘] 50

$125
i

$1|00

_._-—-"“ ———————— -
B e
| S

$75 4
|

$50

2001

(1) The graph shows the cumulatlve total return on $100 invested at the market close on December 31, 2001, the last trading day in 2001 in

2002

2003! 2004

Commaon Slock or the specrf ed index, including remvestments of dividends.

(2)
(3)
(4)

University of Chrcago

previously used

I
'|
|
! ‘
i
N N

SIC Code 2511 Wood Household Furniture Index as prepared by Hemscott, Inc. At January 19! 2007, Hemscott reported that the Wood
Household Furniture Index consusted of Bassett Furniture Induslnes Ing., Ethan Allen Interiors Im: and Stantey Furniture Company.

Nasdaq Non- Flnlancral Slock Index prepared for The Nasdaq Stock Market by the Center for Research in Securities Prices at the |

Peer Group Index as prepared by Hemscott, Inc. consists of SIC Code 2511 Wood Household Furmture Index (detailed above) and SIC
code 2512 Wood Household Furniture, Uphalstered. At January 19, 2007, Hemscott reported that the Wood Household Furniture!
Upholstered Index consrsted of Fiexsteel Industries, Inc., Furniture’ [Brands Irternational, Hooker Furniture Corp., La-Z-Boy, Inc. and
Natuzzi, SPA ADS. We have selecled the Peer Group Index because the SIC Code 2511 Woodhousehold Furniture Index, wh|cthe have
now onIy |ncludes two companies other than' Stanley Furniture Company.
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Issuer Purchases of Equity Securities

The following table represents share repurchase activity for the fourth quarter ended December 31, 2006:

L
3

Total number of

Maximum number (or
approximate dollar

Total shares purchased value) of shares that
number of  Average as part of publicly may yet be purchased
Shares price paid  announced plans  under the plans or
Period : purchased Pershare or programs programs (a)
October 1 to November 4, 2006 185,900 $22.08 185,900 $33,788,874
November 5 to December 2, 2006 53,300 22.32 53,300 32,599,168
December 3 to December 31, 2006 32,599,168
Total 239,200  $22.13 239,200

(a) On July 17, 2006, we announced that our Board of Directors increased our stock repurchase authorization to $50
million. Consequently, we may purchase our common stock, from time to time, either directly or through agents, in the
open market, through negotiated purchases or ctherwise, at prices and on terms satisfactory to us.

Equity Compensation Plan Information

The following table summarizes our equity compensation plans as of December 31, 2006:

Number of shares Weighted-average
to be issued upon exercise price
exercise of of outstanding
outstanding options, options, warrants
warrants and rights _ and rights

Equity.compensation plans

approved by stockhalders 725,403 $17.38
Equity compensation plans

not approved by stockholders'” 200,000 13.94
Total 925,403 $16.64

Number of shares
remaining available
for future issuance
under equity
compensation plans

187,001

187,001

MRepresents a one time option grant to Jeffrey R. Schefier, in connection with his employment as

our President and Chief Operating Officer in April 2001.



Item 6. Selected Fmanual Data

]- I

|

|

. I |
: L b Years Ended December 31, . {
| i

| !

2006 2005 .. 2004 . 2003 2002
: {in thousands, except per share data)
Income Statement Data: | ; 1
Net sales ......h........ bl $307,547 $333,646 $305,815 $265,263 $243,547
_Costofsales ............. Ll 242,679 251937 230,174 203410 184,967
Restructuring and related charges(1)...... L | 3,548
Gross proftfl'1 64,868 81,709 75,641 61853 55032
Selling, generalland administrative o ' E
expensez&‘,......................l ......................... 42,139 44,267 40953  _35,637 32,671
Operatlng mcome T I S 22,729 37,442 34,688 26,216 22,361
Income from Continued Dumping and | , o :
Sub5|dy Offset Act, At......oooverreeeen.. ‘4,419 X {
Other income, net.......J...] ......................... ' 1297 288 188 203 219
Interest expense, net.!.1 ... 11710 1,825 2,343 2,748 3,090
Income beforei iNCOME taxes ................. 25,735 35,905 32,533 23,671 19,490
Income {axes .............. 2 18,954 _ 12,674 11,744 8,521 6,919
Netincome ... .......... Ll $16,781 $23231 $20789 $15150 §$ 12,571
Basic Earnings Per Share:(2) . ! _ %
Net income ..... '..F ........... |...| ......................... $ 144 $ 182 § 165 $ 120 $ 95
Welghted average Shares ..., 11.649 12.766 . 12,574 12.651 13,218
) ' !
i
Diluted Earnlngs Per Share: (2) | L
Net income .....[L......... S $ 141 $ 177 $ 150 $ 117 §$ 93 . -
Weighted average shares .................... 11’924 13,154 13,099 12,823 13,564
Cash dividends 1paid per share (2) (3)..... $. 132 % 24 3 20 8§ 0 [
Balance Sheet Lnd Other Data: . L :
Cash vt Ll $ 6269 $12556 $ 7,632 $ 2,509 § 9,227
Inventorles.......;‘.'....': ...... e 59!364 69,961 73,658 54,638 54,158
Working capitalL.......L.L. 721036, 91,200 88,567 64455 62,944
Total assets....:).......... LI 162)678 190,488 188,888 164,203 172,485
Long-term debt [ncludln'g]. o l ‘ . o
current 'maturitjps ....... 8 SO ‘8,571 11,428 15,685 22,700 29,614
Stockholders’ equity ...L.].......c....ccooec 109,647 132,749 127,265 102,558 99,687
Capital expendnures....!...1 ....... JRRR $ 4196 $ 4986 §$ 1,718 $ 1,243 $ 1,037
Stock repurchases: | ‘ _ ' {
o WIS 1 N, '1,42‘3‘ 1,057 N 1,132 317,
Total COSt...oiherrer s $33,576' $22,993 ' $14788 3,066
: b

(1) We recorded restruc tunng and related charges inl 2002 of $3.5 million (or $.17 pel‘ diluted share) for the closure Iof a
manufacturlng fac:|l|ty |

(2) Amounts have been retroactwely adjusted to reﬂect the two-for-one stock spht dlslrlbuted in the form of a stock dividend,
on June 6:2005. | } - - . ; O

(3) No dlwdends were paid on common stock prior to 2003.. . )

{
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operation

The following discussion should be read in conjunction with the Selected Financial Data and the
Consolidated Financial Statements and Notes. '

Overview

Over the past few years the residential wood furniture industry has experienced a surge in low cost imported
products, primarily from China. Imports have grown dramatically in the past few years and now account for most
residential wood furniture sold in the United States.

In response to this trend we developed a blended strategy of combining our domestic manufacturing
capabilities with an offshore sourcing program and realigned our manufacturing capacity. We incorporate selected
imported finished items in our product line to lower costs, provide design flexibility, and offer a better value to our

- customers. Sourced products were approximately 34% of our sales in 2006 compared to 32% in 2005. We

anticipate this percentage will remain about the same for 2007. .

In 2005, we began reinvigorating our continuous improvement efforts using lean business principles to
improveiprocesses and efficiencies. These efforts have allowed us to reduce inventories, which have lowered
production levels and operating margins in 2006. We expect this trend may continue in the near term. While these
renewed efforts have shown positive results, it is difficult to project the speed and the extent to which we will be
able to lower costs, improve quality and reduce inventories.

We will continue to evaluate our manufacturing capacity needs considering offshore sourcing opportunities,
current and anticipated demand for our products, overall market conditions and other factors we consider relevant.
Should further capacity reductions become necessary, this could cause asset impairment or other restructuring
charges:in the future.

Results of Operations

The following table sets forth the percentage relationship to net sales of certain items included in the
Consolidated Statements of Income:
1

. For the Years Ended
2 December 31,
2006 2005 2004
Netsales......oooo e, 100.0% 100.0% 100.0%
Costofsales ... 789 75.5 75.3
Gross profit ... e, 211 24.5 24.7
Selling, general and administrative expenses........... 13.7 133 13.4
Operating iNCOME ...t 7.4 11.2 1.3
Income from Continued Dumping and Subsidy
Offset Act, Net ... 1.4
OtherinCome, et ... 1 1 A
Interest iNCOME ... 1 A
Interest BXpense ... _.6 __ 6 8
Income before income taxes.........cooov i, 8.4 10.8 10.
INCOME tAXES ... i e _29 _38 3.8
NELINCOME ... _95.5% 7.0% 6.8%
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|
2006 Compared to 2005 ]\ ‘

4

Net sales decreased $26.1 million, or 7. 8% |n 2006 compared to 2005. The decrease was due prrmarlly to
lower unit volume resultlng from continued weakness in demand, which we believe is due to current industry
conditions, partlally offset by higher average sellrng pnces

Gross proﬂt marlgm for 2006 decreased to 2111% from 24.5% in 2005. Lower margins resulted from lower
sales, decreased productron levels, and higher rawlmatenal compensation and energy costs. As a result'of
improving processes and reducing lead times, productron levels decreased mare sharply than the sales decline.
The lower sales and productton levels led to Iower margrns due to the under absorption of factory overhead costs.

Selling, general and administrative expendltures as a percentage of net sales were 13.7% in 2006 compared
to 13.3% in 2005. The hlgher percentage for 2006 is due primarily to lower sales. Selling, general and administrative
expenses decreased $2 1 million during 2006 compared to 2005, due to lower selling expenses resulting from
decreased sales and Iower performance based compensation expense due to lower earnings. These lower costs
were partially offset by, increased bad debt expense and consulting fees related to our continuous rmprovement
efforts. | ;

Asa result of the above, operating income as a percentage of net sales was 7.4% for 2006, compared to

11.2% for 2005, | . !
l : !

We recorded mcome of $4 .4 million, net of Iegal expenses and tariff adjustments in 2006, from the receipt of
funds under the Contrnued Dumping and Subsidy Offset Act of 2000 {CDSOA) in connection with the case involving
wooden bedroom furnrture imported from China. The CDSO0A provides for the distribution of monies collected by the
U.S. Customs and Border Protection from antrdumprng cases to qualified domestic producers, in cases where
domestic producers contmue to invest in their techriclogy, equipment, and people. Subsidies recorded in 2005 were
insignificant. | '

|
Interest expensel for 2006 decreased primarily due to lower average debt levels. r
t

The effective tax rate for 2006 is 34.8%, compared to 35.3% for 2005. The decrease in the effective tax rate
is primarily dueito Iower taxable income. The effectrve tax rate for 2007 is expected to be in the range of 33.5% to
34.0%. The Iower rate for 2007 is due primarily to Iower income resulting from the anticipated charge related to the
termination of our defned benefit pension plan and the continued phase in of the qualified domestic production
deduction. ' i

H ]
2005 Compared to 2004

Net sales mcreased $27.8 million, or 9.1%,;in 2005 compared to 2004. The increase was due prrmanly to
higher average selllng pnces and to a lesser extent lhigher unit volume. Industry sales trends were positive in
2005, however it appears that sales trends slowed in the latter part of the year, starting in late third quarter

Gross profit margin for 2005 decreased to 24 5% from 24.7% in 2004. Gross profit margin in 2005 was
negatively |mpacted by mﬂatron in raw materials, wages employee benefits, energy costs, freight costs and tariffs
imposed on wooden bedroom furniture imported from China. Operating inefficiencies in 2005 compared to 2004
also contributed to the Iower gross profit margins. Partlally offsetting these higher costs were increased selling
prices.

f & . \

Selling, general and administrative expenditures increased $3.3 million in 2005. This increase resulted from
higher selling expenses drrectly attributable to the mcrease in sales, additional warehouse expense and increased
compensation cost Warehouse expense mcreased as a result of increased usage at cur leased warehouse due to
increased shlpments of sourced product in 2005 compared to 2004, ,

As a result of the above, operating income as a percentage of net sales was 11.2% for 2005, compared to
11.3% for 2004! | . | ~

Interest expense for 2005 decreased pnmanly due to lower average debt levels. Interest income increased
during 2005 due to hrgher amounts of cash.




The effective tax rate for 2005 is 35.3%, compared to 36.1% for 2004. The decrease in the effective tax rate is a
result of the “American Jobs Creation Act of 2004" which allows for a deduction based on qualified domestic production
activities.

Financial Condition, Liquidity and Capital Resources

Sources of liquidity include cash on hand, cash from operations and amounts available under a $25.0 million
credit facility that matures in August 2008. These sources have been adeqguate for day-to-day expenditures, debt
payments, purchases of our stock, capital expenditures and payment of cash dividends to stockholders. On
January 26, 2007, we entered into a definitive agreement to borrow $25 million in a private note placement.
Funding is expected toc occur on or before April 17, 2007. The note will bear interest.at 6.73% per annum and he
payable'in seven equal annual principal payments starting in May 2011 with the final payment due in May 2017.
Proceeds from the loan will be used for general corporate purposes including our stock repurchase program. We
expect these sources of liquidity to continue to be adequate for the future.

Working capital, excluding cash and current maturities of long-term debt, decreased $12.9 million during
2006 to $68.6 million from $81.5 miillion in 2005. The decrease was primarily due to lower inventories, resulting
from lower production levels due to lower sales and reduced manufacturing lead times due to process
improvements.

With the increase to $50.0 million in our authorization to repurchase shares of our common stock by the
Board of Directors on July 17, 2006, approximately $32.6 million is currently authorized. Consequently, we may,
from time to time, either directly or through agents, repurchase our common stock in the open market, through
negotiated purchases or otherwise, at prices and on terms satisfactory to us. Depending on market prices and
other relevant conditions, such purchases may be discontinued at any time, The Board of Directors increased -
the annual dividend policy to $.40 per share on January 29, 2007.

Cash generated from operations was $35.3 million in 2006 compared to $32.8 million in 2005 and $10.5
million in 2004. In 2006, lower cash paid to suppliers and employees due to lower production levels was partially
offset by lower cash received from customers due to lower sales. The increase in 2005 compared to 2004 was
due to higher cash collections from customers due to higher sales, partially offset by higher payments to suppliers
and employees primarily to fund higher production, increased purchases of sourced product and higher selling and
administrative expenses.

Net cash used by investing activities was $4.2 million in 2006 compared to $5.0 million in 2005 and $1.9
million in 2004, and consisted primarily of normal capital expenses. Capital expenditures in 2004 were lower due
to the rélocation of a significant portion of machinery and equipment from a facility we closed in 2002 to other
facilities in lieu of normal replacements. Capital expenditures for 2007 are anticipated to be in the range of $5.0
million to $6.0 million.

Net cash used by financing activities was $37.4 million, $22.9 million and $3.5 miliion in 2006, 2005 and.
2004, respectively. In 2006 and 2005, cash from operations and proceeds from the exercise of stock options
provided funds for the purchase and retirement of our common stock, senior debt payments and cash dividends.
In 2004, cash from operations and proceeds from the exercise of stock options provided funds for senior debt
payments and cash dividends. Over the last three years $56.6 million was used to purchase 2.5 million shares of
our common stock in the open market at an average price of $22.80.

At December 31, 2006, long-term debt including current maturities was $8.6 million. Debt service
requirements are $2.9 million in- 2007 and $1.4 million in each of 2008, 2009, 2010 and 2011. As of December 31,
2006, approximately $25.0 million of borrowings were available under a revolving credit facility and cash on hand
was $6.3 million. -
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The following table sets forth our contractual cash obhgatlons and other commercial commitments at

December 31, 2006 (ln thousands): _ |
|

{

Payment due or commitment expiration:

| Less Than ‘ Over
. Total 1 year 1-3 years 3-Syears 5 years
Contractual cash obligations: )
Long-term debt | '$|8,571 $2,857 $2,857 $2,857 ‘
Postretlrement beneflts Iother than pensions(1) ' |2,520 251 505 509 $1.255
Fixed interest payment on long-term debt 1,345 552 595 198 :
Operating leases | | 1,860 773 1,087 '

Total contractual cash obligations 1$14,296 $4,433 $5.044 $3.564 $1.255
Other commermai commltments L [
Letters of credit | '$ 3,523 $3.523 |
I \
{1}  The 1983 Group Annutty Mortaltty tables were used in estimating future benefit payments, and the health care cost trend
rate for determlnlng payments is 9.0% for 2006 and gradually declines to 5.5% in 2010 where it is assumed to remain
constant for the remalnmg years.

. L
Pension Plan Termination

On July 17 2006, we announced our decision to terminate our defined benefit pension plan (the “Planf). No
benefits have accrued under the plan since it was'frozen in December 1995, at which time contributions to;a
401(k) savings plan became the primary retirement benefit. The Plan’s termination has been approved by the
Internal Revenue Service and reviewed by the Pen3|on Benefit Guaranty Corporation, therefore, final termination
and distribution of assets‘ls expected to occur in the second quarter of 2007. We expect to make cash
contributions to the Plan of $1.0 million to $1.5 m:tllon between now and the final distribution. In addition, we expect
to record a charge to earnings of $6.0 million to $6. 5 million, or $4.0 million to $4.3 million net of taxes, upon final
distribution. Pens:on expense related to this Plan for 2006 was approximately $1.2 million, pretax. We will contlnue
to recognize pensuon expense for this Plan until final distributions are made.

b
Continued Dumping and Subsidy Offset Act (CDSOA) |
b

The CDSOA prowdes for distribution of monies collected by U. S. Customs and Border protection from,
antidumping cases to quahf ied domestic producers where the domestic producers have continued to invest in their
technology, equupment and people. We recorded i mcome of $4.4 million, net of legal expenses and tariff |
adjustments, from CDSOA payments received in 2006

\ :

In September 2002, the World Trade organization {(WTO) ruled that payments under CDSOA are not
consistent with mternatlonal trade rules. In February 2008, U.S. legislation was enacted that ends CDSOA'
distributions for |mports covered by antidumping duty orders entering the U.S. after September 30, 2007. Instead,
any such antldumplng dutles collected would remam with the U.S. Treasury. This legislation is not expected to
have a S|gn|ﬂcant effect on potential CDSOA dlstnbutlons in 2007, but would be expected to reduce Ilkely
distributions in years beyond 2007, with dlstnbutrons eventually ceasing.

According to U.S. Customs and Border protectlon as of October 1, 20086, apprommately $157 million has been
collected in tanffs and i |s potentrally available for dlstnbutlon under CDSOA to injured domestic manufacturers in
connection with the case ‘involving wooden bedroom furniture imported from China. Qur percentage allocation for
payments recelved in 2006 was approximately 25%. There are a number of factors that can affect whether we -
receive any CDSOA dlstnbutlons and the amount of such distributions in any year. These factors include, among
other things, potentlal addmonal changes in the law, Iongo:ng and potential additional legal challenges to the law,
the administrative operatlon of the law and the status of the underlying antidumping orders. Also, any amount we
may receive wHI‘depend on our percentage allocation which is based on our qualifying expenditures in relation to
the qualifying expendltures of other injured domestlc producers requesting distribution for the relevant time periods
under CDSOA IAccordmgly, we cannot reasonably estimate the amount of CDSOA distributions we will recewe in
future years, if any. !

|




Critical Accounting Policies

We have chosen accounting policies that are necessary to accurately and fairly report our operational and
financial position. Below are the critical accounting policies that involve the most significant judgments and
estimates used in the preparation of our consolidated financial statements.

Allowance for doubtful accounts — We maintain an allowance for doubtful receivables for estimated losses
resulting from the inability of trade customers to make required payments. We provide an allowance for specific
customer accounts where collection is doubtful and also provide an allowance for other accounts based on
historical collection and write-off experience. Judgment is critical because some customers have historically
experienced financial difficulties. As the financial condition of these customers and the related receivable balances
change, the level of such allowances will be reevaluated.

Inventory valuation — Inventory is valued at the lower of cost or market. Caost for all inventories is
determined using the first-in, first-out (FIFO) methed. We evaluate our inventory to determine excess or slow
moving items based on current order activity and projections of future demand. For those items identified, we
estimate our market value or net sales value based on current trends. Those items having a net sales value less
than cost are written down to their net sales value. This process recognizes projected inventory losses when they
become evident rather than at the time they are sold.

Long-lived assets — Property, plant and equipment is reviewed for possible impairment when events indicate
that the carrying amount of an asset may not be recoverable. Assumptions and estimates used in the evaluation of
impairment may affect the carrying value of long-lived assets, which could result in impairment charges in future
periods. Depreciation policy reflects judgments on the estimated useful lives of assets.

Tax contingencies — Tax contingencies are recorded to address potential exposures involving tax positions
we have taken that could be challenged by taxing authorities. These potential exposures result from the varying
applications of statutes, rules, regulations and interpretations. Our tax contingencies contain assumptions based
on past experiences and judgments about potential actions by taxing jurisdictions. The ultimate resolution of these
matters may be greater or less than the amount that we have provided.

Pension costs — Our pension expense is developed from actuarial valuations. Inherent in these valuations
are key assumptions, including discount rates used to determine the present value of future benefit payments and
expected return on plan assets, which are usually updated on an annual basis at the beginning of each year. We
consider,current market conditions, including changes in interest rates, in making these assumptions. The key -
assumptions used in developing both the 2006 and 2005 net pension costs were a discount rate of 5.5% and an
expected return on plan assets of 6.5%. In the past, return on plan assets was a key assumption, but is no longer
critical with the recent annocuncement of the termination of our defined benefit pension plan.

The discount rate is established by comparing the projection of expected benefit payments, using an
assumption that monthly benefits are paid to satisfy the benefit obligations in the Supplemental & Post- Retirement
Plans, toithe Citigroup Pension Discount Curve (published monthly) as of December 31. The expected benefit
payments are discounted by each corresponding discount rate on the yield curve. Once the present value of the
string of benefit payments is established, we solve for the single spot rate to apply to all obligations of the plan that
will match the previously determined present value.

Self-Insurance — We are self-insured for certain claims related to medical insurance and workers’
compensation. We maintain stop loss coverage with third party insurers to limit our total exposure. The self-
| insurance:e liability represents an estimate of the ultimate cost of claims incurred and unpaid as of the balance sheet
y date. The estimated liability is established based upon analysis of historical data to ensure that the liability is
| appropriate. If actual claims differ from our estimates, our financial results could be impacted.
[}
[

Tafiffs imposed on wooden bedroom furniture imported from China - Tariff expense is based on the
| most current rates published by the Department of Commerce. These rates are potentially subject to an
i administrative review process starting approximately one year after the publication date. The final amounts will
I depend on whether administrative reviews are performed and the outcome of those reviews, if any, on the vendors
' we purchase from. Consequently, any significant adjustments to these tariff rates could have a material impact on
|‘ our financial results.
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|
We do not have transactlons or relationships wrth “special purpose” entities, and we do not have any off
balance sheet f nancmg other than normal operatlng leases primarily for showrcom, warehousing space and
certain technology equrpment '

New Accounting Standards

In June 2006, the Financial Standards Accounting Board (FASB) issued FASB Interpretation No. 48
Accounting for Uncertalnty in Income Taxes ("FIN 48”) an interpretation of FASB Statement No. 109 ("SFAS 109").
This mterpretatlon clarn‘" es the accounting for uncertalnty in income taxes recogmzed in a company’s financial
statements in accordance with SFAS 109, Accounting for Income Taxes. FIN 48 details how companies should
recognize, measure present and disclose uncertaln tax positions that have been or expect to be taken. As such,
financial statements will reﬂect expected future tax consequences of uncertain-tax positions presuming the taxing
authorities' full knowledge of the position and all relevant facts. We have evaluated the impact of FIN 48 and do not
expect it to have a matenal impact on our financial condrtron or results of operations. FIN 48 is effective for public
companies for annual pertods that begin after December 15, 2006.

In September 2006 the Financial Accountlng Standards Board (FASB) issued Statement of Financial
Accounting Standards‘No 157, “Fair Value Measurernents“ (“SFAS No. 1577). This standard clarifies the principle
that fair value should be|based on the assumptlons that market _participants would use when pricing an asset or
liability. Addrtronally |tlestablrshes a fair value hlerarchy that prioritizes the information used to develop those
assumptions. We have not yet determined the impact that the implementation of SFAS No. 157 will have on our
results of operatlons or ﬂnancral condition. SFAS, No. 157 is effective for financial statements issued for fiscal years
beginning after, November 15, 2007. l :

Item TA. Quantltatrve and Qualitative Disclosures lAbout Market Risk
| |

Our oblrgatron| under the revolving credit falcﬂlty bears interest at a variable rate; therefore, changes in
prevailing mterest rates |mpact our borrowing costs A one-percentage point fluctuation in market interest rates
would not have had a materral impact on earnings |n 2006. None of our foreign sales or purchases are
denominated |n forelgn currency and we do not have any foreign currency hedging transactions. While our foreign
purchases are denomlnated in U.S. dollars, a relatwe decline in the value of the U.S. dollar could result in' an
increase in the cost ofl products obtained from offshore sourcing and reduce our earnings, unless we are able to
increase our prlces for these items to reflect any such increased cost.

.. !
Item 8. Financial Statements and Sugglementa[y Data i

The consolldalted financial statements and schedule listed in items 15(a)(1) and (a)(2) hereof are’
incorporated herein by reference and are filed as part of this report.

Item 9. Changes in|and Disagreements With Accountants on Accounting and Financial Disclosure
| |

None. . !

Item 9A. Controls and.Procedures ,
Conclus‘ion Reigarding the Effectiveness of Disclosure Controts and Procedures '
Under the supervision and with the participation of our management, including our principal executrve officer

and principal fi nancral officer, we conducted an evaluatron of our disclosure controls and procedures, as such term

is defined under Rule 13a 15(e) promulgated under the Securities Exchange Act of 1934, as amended (the

Exchange Act) Based on this evaluation, our pr|n0|pal executive officer and our principal financial officer,

concluded that our disclosure controls and prccedures were effective as of the end of the period covered by this

annual report. 1 f !
r

+

|
|
|
|



Management’s Report on Internal Control Over Financial Reporting

Qur management is responsible for establishing and maintaining adequate internat control over financial
reporting, as such term is defined in Exchange Act Rule 13a-15(f). Under the supervision and with the participation
of our management, including our principal executive officer and principal financial officer, we conducted an
evaluation of the effectiveness of our internal control over financial reporting based on the framework in Internaf
Control-Infegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on our evaluation under the framework in Infernal Control — Integrated Framework, our
management concluded that our internal control over financial reparting was effective as of December 31, 2006.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2006, has been audited by PricewaterhouseCoopers LLP, an independent registered public
accounting firm, as stated in their report which is included herein.

Changes in Internal Controls over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the fourth quarter
that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

Item 9B. Other Information

None.
PART 1Nl

Item 10. Directors, Executive Officers and Corporate Governance

Information related to our directors is set forth under the caption “Election of Directors™ of our proxy
statement {the “2007 Proxy Statement”) for our annual meeting of shareholders scheduled for April 18, 2007. Such
information is incorporated herein by reference.

Information relating to compliance with section 16(a) of the Exchange Act is set forth under the caption
“Section 16(a} Beneficial Ownership Reporting Compliance™ of our 2007 Proxy Statement and is incorporated
herein by reference.

information relating to the Audit Committee and Board of Directors determinations concerning whether a
member of the Audit Committee of the Board is a “financial expert’ as that term is defined under tem 407{d)(5) of
Regulation S-K is set forth under the caption "Board and Board Committee Information” of our 2007 Proxy
Statement and is incorporated herein by reference.

Information concerning our executive officers is included in Part | of this report under the caption “Executive
Officers of the Registrant.”

We have adopted a code of ethics that applies to our associates, including the principal executive officer,
principal financial officer, principal accounting officer or controller, or person performing similar functions. Our code
of ethics is posted on our website at www stanleyfurniture.com. Amendments to and waivers from our code of
ethics will be posted to our website when permitted by applicable SEC and NASDAQ rules and regulations.

Item 11. Executive Compensation

Information relating to our executive compensation is set forth under the captions “Compensation of
Executive Officers,” “Compensation Committee Interlocks and Insider Participation” and "Compensation Commitiee
Report” of our 2007 Proxy Statement. Such information is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Qur information relating to this item is set forth under the caption “Security Ownership of Certain Beneficial
Owners and Management and Related Stockholder Matters” of our 2007 Proxy Statement. Such information is
incorporated herein by reference.
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’ il - I ' 1
Informahon conciermng our equity compensatlon plan is included in Part Il of this report under the caption
Eqmty Compensatlon Plan information.” |
[ J

Item 13, Certaln Relatlonshlps and Related Transactlons, and Director Independence ‘ !
| [ ryo
Our mformatron relatmg to this item is set forth under the caption "Compensatlon of Executive Ofﬁcers -
Employment Agreements and Related Transactlons and ‘Board and Board Committee Information™ of our 2007
Proxy Statemeritt Sucr mformatlon is 1ncorporated hereln by reference. :
il l !
Item 14. Principal Accounting Fees and Services
I | ’ | |
Our mformatron relatlng to this item is set forth under the caption "Independent Reg|stered Public

'+ Accountants” c;f our 2007 Proxy Statement. - Such mformatlon is incorporated hereln by reference.
‘ [

|
|
t
|
l
: PA !
|
|
|
|
l
|
|
r

PART IV
|

Item 15. Exhi'bits,I Finianciat Statement Schedules !

{(a) Documents filed Ia:i a part of this Report: '

(1) The follod\.|rinq cons:?Iidated financial statements are included in this reoort: on Form 10-K:
Report of lndepe|ndent Registered Public Accountlng Firm
Consohdated Balance Sheets as of December 31 |2006 and 2005
Consohdated Statements of Income for each of the three years in the period ended December 31, 2006
Consohdated Statements of Changes in Stockholders Equity for each of the three years in the perlod ended
December 31, 2006 .
Consohdated Statements of Cash Flow for eachlof the three years in the perlod ended December 31!, 2006
Notes to Consolldated FlnanC|aI Statements

{2) FlnanclaIiStatement Schedule: '

t :

[
Schedule Il - Valuatlon and Qualifying Accounts for each of the three years in the period ended December 31,
2006

‘ i ' '
(b) Exhibits: !

3.1 The Restated Cert|f|cate of Incorporation of the Registrant (incorporated by reference to Exhibit 3.1 to the
Regnstrant 5 Form 10 Q (Commlssmn File NIO 0- 14938) for the quarter ended July 2, 2005).

(33

3.2 By-laws of the Reglstrant as amended (mcorporated by reference to Exh|b|t 3 to the Registrant's Form 10-Q

(Comm|ss‘|on File No 0:14938) for the quarter ended September 27, 2003)
41 The Certtf cate ofy Incorporation and By- Iaws of the Registrant as currently in effect (incorporated by reference
‘ to Exhlblts 3.1 and 3.2 hereto)

I
4.2 Amended and Restated Note.Purchase and anate Shelf Agreement dated as of January 26, 2007, among the
Reg|strant The Prudentlal Insurance Company of Amenca the other purchasers named therein and|the
affiliates of Prudentlal who became purchasers as det" ned therein (mcorporated by reference to Exhibit 4.1 to
the Reglstrant 5 Form 8K (Commission F|Ie No O 14938) filed February 1 2007.

4.3 Certain mstruments W|th respect to long- term debt of the Registrant and |t s consolidated subsidiaries are not
filed hereW|th pursuant to Item 601(b)(4)(iii) ofIReguIatlon S-K since the total amount of securities authonzed
under each such mstrument does not exceed 10% of the total assets of the Reglstrant and its. subsrdlanes ona
consolldated'baS|s ] The:Registrant agrees-to furmsh a copy of any such instrument to the Securities and
Exchange Commlssmn upon request. [ i
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10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

"10.14

10.15

Supplemental Retirement Plan of Stanley Furniture Company, Inc., as restated effective January 1, 1993
(incorporated by reference to Exhibit 10.8 to the Registrant’s Form 10-K (Commission File No. 0-14938)
for the year ended December 31, 1993).(2) ., o 3

First Amendment to Supplemental Retirement Plan of Stanley Furniture Company, Inc., effective
December 31, 1995, adopted December 15, 1995 (incorporated by reference to Exhibit 10.7 to the
Registrant’s Form 10-K (Commission File No. 0-14938) for the year ended December 31, 1995).(2)

Stanley Interiors Corporation Deferred Compensation Capital Enhancement Plan, effective January 1,
1986, as amended and restated effective August 1, 1987 (incorporated by reference to Exhibit 10.12 to
the Registrant’s Registration Statement on Form S-1 (Commission File No. 0-14938), No. 33-7300).(2)

1994 Stock Option Plan (incorporated by reference to Exhibit 10.18 to the Registrant's Form 10-K
{Commission File No. 0-14938) for the year ended December 31, 1994).(2)

Employment Agreement dated as of June 1, 1996, between Douglas |. Payne and the Registrant
(incorporated by reference to Exhibit 10.1 to the Registrant’'s Form 10-Q (Commission File No, 0-14938)
for the quarter ended June 30, 1996).(2)

Amendment No. 1, dated as of October 1, 1996, to the Employment Agreement, dated as of January 1,
1891, between the Registrant and Albert L. Prillaman (incorporated by reference to Exhibit 10.4 to the
Registrant’s Form 10-Q (Commission File No. 0-14938) for the quarter ended September 29, 1996).(2)

2000 Incentive Compensation Plan {incorporated by reference to Exhibit A to the Registrant’s Proxy
Statement (Commission File No. 0-14938) for the special meeting of stockholders held on August 24,
2000}.(2)

Amendment No. 1 to The Stanley Furniture Company, Inc. 1994 Stock Option Plan dated as of July 1,
2000 (incorporated by reference to Exhibit 10.3 to the Registrant’s Form 10-Q (Commission File No. 0-
14938} for the quarter ended September 30, 2000).(2)

Employment Agreement made as of April 9, 2001 between Jeffrey R. Scheffer and the Registrant
{incorporated by reference to Exhibit 10.1 to the Registrant's Form 10-Q (Commission File No. 0-14938)
for the quarter ended June 30, 2001).(2)

Option Agreement, dated April 30, 2001, between the Registrant and Jeffrey R. Scheffer (incorporated by
reference to Exhibit 10.1 to the Registrant's Form 10-G (Commission File No. 0-14938) for the quarter
ended September 29, 2001).(2)

Second Amendment to Supplemental Retirement Plan of Stanley Furniture Company, Inc. effective
January 1, 2002 (incorporated by reference to Exhibit 10.33 to the Registrant’'s Form 10-K (Commission
File No. 0-14938) for the year ended December 31, 2002).(2)

First Amendment, dated March 1, 2003, to the Employment Agreement, dated April 8, 2001, between the
Registrant and Jeffrey R. Scheffer (incorporated by reference to Exhibit 10.2 to the Registrant’s Form 10-
Q (Commission File No. 0-14938) for the quarter ended March 29, 2003).(2)

Credit Agreement, dated August 29, 2003, between the Registrant and SouthTrust Bank (incorporated by
reference to Exhibit 10.1 to the Registrant's Form 10-Q (Commission File No. 0-14938) for the quarter
ended September 27, 2003).

First Amendment, dated April 23, 2004, to the revolving credit facility dated August 29, 2003, between the
registrant and SouthTrust Bank (incorporated by reference to Exhibit 10.1 to the Registrant’s Form 10-Q
{Commission File No. 0-14938) for the quarter ended June 26, 2004).

2005 Incentive Compensation Award, dated as of December 15, 2004, from the Registrant to Jeffrey R.
Scheffer (incorporated by reference to Exhibit 10.21 to the Registrant’s Form 10-K (Commission File No.
0-14938) for the year ended December 31, 2004).(2)

Management contract or compensatory plan
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10.16

10.17

10.18

10.19

10.20

10.21

10.22

21

23

311

31.2

321

32.2

1 | | . I l | N |
'

2005 lncentwe Compensation Award, dated as of December 15, 2004, from the Registrant to Douglas I
Payne (mcorporated by reference to EXhlblt 10 22 to the Registrant's Form 10-K (Commission File No. O-
14938 for the year ended December 31 2004). (2) . |

Form of Stock Option Award under 2000 Incentive Plan (1SO) (tncorporated by reference to Exhlblt 10.23
to the Reglstrant s Form 10-K (Commlss:on File No. 0-14938) for the year ended December 31! 2004).
(2)! ! i

Form of Stock Option Award under 2000 Incentive Plan (ISO/NSO) (lncorporated by reference to Exhibit
10. 24 to the Reglstrants Form 10-K (Commrssron File No. 0-14938) for the year ended DecemFer 31,
2004) (2) | :

. I
Form of Stock Option Award under 2000 incentive Plan (Directors) {incorporated by reference to Exhibit

10. 25 to the Reglstrant s Form 10-K (Comm|55|on File No..0- 14938) for the year ended December 31,
2004) (2) |- |

Second Amendment dated June 15, 2005 to the revolving credit facility dated August 29, 2003 between
the Reglstrant and Wachovia Bank (mcorporated by reference to Exhibit 10.1 to the Registrant’s Form 8-
(Commlssmn File No. 0-14938) fi t"led on June 16, 2005).

NonlCompetltlon Agreement, dated as of December 14, 2005, between the Registrant and Albert L.
Prillaman (lncorporated by reference to Exhlblt 10.1 to the Reglstrant s Form 8-K (Commission File No. 0-
14938) filed on December 19, 2005). (2) ; t
Third Amendment, dated July 14, 2006 to the revolving credit facrllty dated August 29, 2003, between
the Reglstrant and Wachovia Bank (mcorporated by reference to Exhtblt 10.1 to the Reglstrants Form 8-
K (CommlsTlon File No 0-14938) filed July|18 2006).

r |
List'of Subsidiaries(1)

!

; | |

Consent of PricewaterhouseCoopers ILLP(1) |

! J
Certnﬁcatlon by Jeffrey R. Scheffer, our Chief Executive Officer, pursuant to 18 U.S.C. Section 1350, as

adopted pursuant to Section 302 of the Sarbanes Oxley Act of 2002 (1) {

Certlfcatlon by Douglas |. Payne, our Chtef Fmanmal Officer, pursuant to 18 U.S.C. Section 1350 as
adopted pursuant to Section 302 of thé Sarbanes-Oxley Act of 2002.(1) 1

Certification by Jeffrey R. Scheffer, our Chtef]- Executive Officer, pursuant to 18 U.S.C. Section 1350 as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.(1) E

Certification by Douglas |. Payne, our Ch|ef Financial Officer, pursuant to 18 U.S.C. Section 1350 as
adopted pursuant to Section 906 of the Sarbanes -Oxley Act of 2002.(1) |

l

[l

Flled Heremth !
Management ‘contract or compensatory plan ‘
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this report to be signed on our behalf by the undersigned, thereunto duly authorized.

STANLEY FURNITURE COMPANY, INC.

‘ February 5, 2007 By: /siJeffrey R. Scheffer

Jeffrey R. Scheffer
Chairman
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date
[stJeffrey R. Scheffer Chairman and President and Chief February 5, 2007
(Jeffrey R. Scheffer) Executive Officer

{Principal Executive Officer)
{siDouglas |. Payne Executive Vice President — Finance February 5, 2007
{Douglas I. Payne) and Administration and

Secretary (Principal Financial
and Accounting Officer)

/s/iRabert G. Culp, Il Director February 5, 2007
{Robert G. Cuip, III)

/s/Michael P. Haley Director February 5, 2007
{Michael P. Haley)

/siThamas L. Millner Director February 5, 2007
{Thomas L. Millner)

{s/T. Scott Mcllhenny, Jr. Director February 5, 2007
(T. Scott Mcllhenny, Jr.)

{sfAlbert L. Prillaman Director February 5, 2007
{Albert L. Prillaman)
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' Report of Independent Registered Public Accounting Firm

|
To the Board of Directo'rs and Stockholders of Stanley Furniture Company, Inc.: '

We have completed mtegrated audits of Stanley Furmture Company Inc.’s consolidated financial statements and
of its internal control overit" nancial reporting as of December 31, 2006, in accordance with the standards ofithe
Public Company Accoulntlng Oversight Board (Umted States). Our opinions, based on our audits, are presented
below. | '

1

Consolidated financial statements and financial statement schedule
r i
In our oplnlon the consolldated financial statements I|sted in the accompanying index present fairly, in all
material respects the fi nancual position of Stanley Furnlture Company, Inc. and its subsidiaries at December 31,
2006 and 2005, and the results of their operations and their cash flows for each of the three years in the period
ended December 3, 2006 in conformity with accountlng principles generally accepted in the United States of
America. In addmon m our opinion, the financial statement schedule listed in the accompanying index presents
fairly, in all matenal respects the information set forth therein when read in conjunction with the related
consolidated fi nancnal statements These flnanC|aI statements and financial statement schedule are the !
responsibility of the Company s management. Our respons|b|||ty is to express an opinion on these financial
statements and f nancnal statement schedule based on our audits. We conducted our audits of these
statements in accordance with the standards of the PUb|IC Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the fi nanual statements are free of material misstatement. An audit of financial statements includes
examining, on a Itest baS|s evidence supporting the amounts and disclosures in'the financial statements,
assessing the accounhng|pnncrples used and significant estimates made by management and evaluating the
overall financial stateme'nt presentation. We believelthat our audits provide a reasonable basis for our opinion.

As discussed in Note 6 to the consclidated financial statements the Company adopted Statement of Financial

Accounting Standards No 123(R), "Share-Based Payment " as of January 1, 2006.
I

As discussed in Note 7 to the consolidated financial statements, the Company adopted the provisions of -

Statement of F|nanC|aI Accountmg Standards No. 158 "Employers’ Accounting for Defined Benefit Pension and

Other Postretirement Plans " as of December 31, 2006

Internal control over fi nanc1al reporting 1

! t
Also, inour oplnson matta]:gement s assessment, mcluded in Management's Report on Internal Control Over
Financial Reportmg appeanng under Item 9A, that the Company maintained effective internal control over
financial reportmg as of December 31, 2006 based on criteria established in Internal Control - Integrated
Framework |ssued by the Commlttee of Sponsoring Orgamzahons of the Treadway Commission (COSQ), is
fairly stated, in all materlal respects, based on those cntena Furthermore, in our opinion, the Company
maintained, in all matenal respects, effective mternat control over financial reportlng as of December 31, 2006
based on crlterla estabtrshed in Internal Control - Integrated Framework issued by the COSO. The Company's
management is responmble for maintaining effective internal control over financial reporting and for its
assessment of tt}e eﬁectlveness of internal controllover financial reporting. Our responsibility is to express
opinions on management s assessment and on the effectiveness of the Company’s internal control over
financial reportmg based on our audit. We conducted our audit of internal control over financial reporting in
accordance with the standards of the Public Company Accounting Oversight Board {United States). Those
standards reqmre that we plan and perform the audlt to obtain reasonable assurance about whether effective
internal control over fi nanC|a| reporting was mamtalned in all material respects. An audit of internal control over
financial reportlng mcludes obtaining an understandlng of internal control over t"nanmal reporting, evaluating
management’s assessment testing and evaluatmg the design and operating effectiveness of internal control,
and performing such other procedures as we consider necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinions. '




A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles: A company's internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (i) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and that receipts and expenditures of the company
are being made only in accordance with authorizations of management and directors of the company; and

(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements,

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

PricewaterhouseCoopers LLP
Richmond, Virginia
January 29, 2007
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STANLEY FURNITURE COMPANY, INC. ,
CONSOLIDATIED BALANCE SHEETS |

{in thousands except share data) |
oo 5 [ ‘
’ .__December 31,
| 2006 2005
ASSETS : :
Current assets::
CaSN. .ot il $ 6269 $ 12,556
Accounts recelvable lless allowances of $1,554 and $1 566 . 32,260 36,957
Inventories:} ‘ E '
Finished goods ....... L OTUTIOTOTSTRRUTLI SO s 45/172 52,609
Work-in- process...'...3 ....................................... o, 5183 7.609
Raw materials .....LL.... e, 9,009 9,743
Total mventorles'...i....‘ ............. et T O 59/364 69,961
|
Prepaid expenses and other current assets......... FI .............. 2',085 1,435
Deferred iNCOME taXES h....covvivovvcenssineirssvee 100 A 31928 2,462
Total current assets N — e, 103,906 123,371
! |
Property, plant Lnd equupment net........ooeeeee e fi ................... 49,159 50,744
Goodwill................... SO S 9,072 9,072
Other assets ..f.‘. ........... ! ..'.1 ....................................... S SR 1541 7,301
Total assets ............ ol I TR $162,678 $190,488
| ‘ !
LIABILITIES ! !
Current! Ilabllltles .
Curréent maturities of long-term debt................ e $ 2,857 $ 2857
Accounts payable...'..i.I ........................................... |, 17,789 16,405
Accrued salaries, wages and benefits ............ " ................... 9,868 11,144
Other accrued expenses .................................. [....| ...... R 1,356 1,765
Total currert @SS .. e 31,870 32,171
!
Long- term deb[t exclqunIfe of current maturities ... 51,714 8,571
Deferred iNCOME taXe$ 1.....oooocorovocernnis b 7,422 10,164
Other 10ng-term ADIIGES. ..........vrvvererrreesrreenens 0 8,025 6.833
Total IIabllltleS O 0 OO S O 53,031 57,739
Comm:tments )and Corl“ltlngenmes
f
STOCKHOLDERS’ EQlLITY '
Common stock, $.02 par value, 25,000,000 shares authonzed
10,928 610Land 12, 252 000 shares issued and outstandmg '219 245
Capital in excess of panvalue .............................. | ................... , 59
Retained earnings....L:L il O SO 114,189 132,682
Accumulated other comprehenswe 0SS ..veernee. L R (4.820) {178)
Total stockholders equrty ................................ [|< 109,647 132,749
Total nabm ies anT stockholders’ equity ..........h.ooeo..icreenic.s $162,678 $190.488
i
i
' The accompanymgmotes are an integral part
: * of the consolidatedifinancial statements.
| " F4
I
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STANLEY FURNITURE COMPANY, INC.
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share data)

For the Years Ended
December 31,

2006 2005

NEE SAIES. ...ee e $307,547 $333,646
Costof 8aIES .. 242,679 251,937

Gross profit .. 64,868 81,709
Selling, general and administrative expenses............. 42.139 44 267

Operating INCOME .........oooiiiiiiie e, 22,729 37,442
Income from Continued Dumping and Subsidy

Offset Act, net 4,419

Otherincome, Net........co e, 297 288
Interest INCOME ..., 383 358
Interest EXPeNSE. ... 2,093 2,183

Income before income taxes.........cccoovieneivcccee e 25,735 35,905
INCOME 1AXES «oeeeeeeeeeeeeeee ettt e 8.954 12,674

NEL INCOME .ot $16,781 $23.231
Earnings per share:

BasiC $ 144 1.82

Diluted ... $ 1.4 1.77
Weighted average shares outstanding:

BasiC . ..o, 11,649 12,766

DIUEEA ...t 11,924 13,154
Cash dividends declared and paid

Per COMMON SNATE .........oeeeieieieceeeeee e $ 32 $ 24

The accompanying notes are an integral part
of the consclidated financial statements,
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2004
$305,815

230,174
75,641
40,953

34,688

188

43
2,386
32,533

11.744

12,574
13,099

$ .20




Balance at January 1, 2Q04 .......................

Net income .................... J ........

Minimum penS|on Ilablhty net of

Stock option loan paymelnts | ............
Dividends paid, $0.20 per sh;are....'...l ........

Balancé at December 31/ 20_04....!...1 ........

]1
Purchase and retlremen't of stock.'. ............
|
Dividends paid, $0.24 per share...l....{ ........
]
Balance at December 31, 2005.......5........

Net inCOME (.. bbb,

Minimum pension Ilablllty, net ofJ
deferred income tax bene‘ht of

$2,367 e e b, .

|| |1

Comprehenswe INCOME e

Adjustment to initially apply SFAS No.

158, net of deferred lncome tlax1

benefit of $514 ....... [l .....................
Exercise of stqck options .......... |1 .....
Stock awards ............. P SN T,

e
3
Stock-based compens'ation ....... 'J ........

!
Tax benefit on e:msrrt:lsse| of stocl? '

options._..........ccuues l ...........................
Purchase and retirement of stc:ck.1 ........

Dividends paid, $0.32 |per share...‘ ........

Balance at December 31 2006

T

STANLEY FURNITURE COMPANY, INC.

Far each of the three years |n the perlod ended December 31 ]2006

I
!
ECONS(i')LIDATED STATEMENTS;OF CHANGES IN STOCKHOLDERS' EQUITY
|
|
|

{in thousand= except per share data) |
i . | Accumulated
' Capital in Stock - Cther [
Common Stock | Excess of Optiony Retained Comprehensive
Shares Amount Par Value Loans: .Earnings Loss | Total
12,402 5249 $3,699 8(5) $ 98,680 $ (85) $102,558
i 20,789 20,789
| (as); __ (86}
: ! 20,703
428 L 8 5,030 I 5,038
: 1,478 | 1,478
: 5, I 5
S o - — (2,517) | (2.517)
12,830 257 10,207 116,952 (151)l 127,265
i 23,231 23,231
;
: (27; S
23,204
469 i 9 6,353 6,362
10 F 244 244
t 1,748 1,748
(1.057) £21) (18,552) {4,420) - (22,993)
- ;| e _ (3,081} | {3,081}
12,252 245 132,682 (178') 132,749
' 16,781 16,781
;
» (3,812) —(3.812)
12,969
'
I (830} (830}
90 2 1,109 1,11
10 ‘ 247 | 247
: 357 {30) 327
' 386 386
(1,423) (28) (2,040) (31,508) ~(33,576)
- b1 - _ 13,736). _ {3,736)
10929 s2 s s _ o stuam sus)  sweew
accompanying notes are an integral part of the consolidated financial statements. !
v | F6 '
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STANLEY FURNITURE COMPANY, INC
CONSOLIDATED STATEMENTS OF CASH FLOWS
{in thousands)
For the Years Ended
December 31,

2006 2005 2004
Cash flows from operating activities:
Cash received from customers..........cccooveeveeeeeieeeeeee $316,145 $ 333,233 $300,429
Cash paid to suppliers and employees ....................... (268,787) (287,559) (278,509)
Interest paid, net. ... {1,651) (1,792) (2,387)
Income taxes paid ..o (10,383) {11,080) (9.061)
Net cash provided by operating activities................. 35,324 32,802 10,472
Cash flows from investing activities:
Capital expenditures...........cccoveeiicien i {4,196) (4,986) (1,718)
Other, NBL.....ooeeeece e {33) {135)
Net cash used by investing activities........................ {4,196} (5,019) (1,853)
Cash flows from financing activities:
Purchase and retirement of common stock................. (33,576) {22,993)
Repayment of senior notes............cccccceeeeeeirieeen s {2,857} (4,257) (7,015)
Dividends paid .......ccccriiriiee e {3,736) (3,081) (2,517)
Proceeds from exercise of stock options.................... 1,111 6,362 5,043
Tax benefit from exercise of stock options................. 402
Proceeds from insurance policy 1oans.....ocoocceece s 1,241 1,110 993
Net cash used by financing activities ...............ccoe.oe.. (37,415) (22,859) {3,496)
Net increase {decrease)incash ... {6,287) 4,924 5,123
Cash at beginning of year ... veeviicenciiiines 12,556 7,632 2,509
Cashatendofyear..........ccccco i, $ 6269 $ 12,556 $_7.632

Reconciliation of net income to net cash provided by

operating activities:
INEL INCOMIE .ottt e et e e e eree s $ 16,781 $ 23,231 $ 20,789
Adjustments to reconcile net income to net cash

provided by operating activities:

Depreciation ............cccoeooiiiii e, 5,759 5,582 5,524

AMOrHZAtON........ccooie 78 88 98

Deferred iNCOME taxes ......cccccviiiniiiens e (1,331) {609) (1,324)

Stock-based compensation..............ccccoveeieeeen, 327

Tax benefit from exercise of stock options................ (402)

Other, net.........ooooi e, 23 2 (3)

Changes in assets and liabilities:
Accounts receivable ... 4,697 {921) {5,918)
INVENLOTIES .v.vvvoreesiveecsecees e et 10,597 3,697 (19,020)
Prepaid expenses and other current assets............ {600) {1,415) 1,586
Accounts payable ..........ccoccooeiiiiii e, 1,384 349 5,461
Accrued salaries, wages and benefits .................... (1,075) 815 1,062
Other accrued eXpPenses .....ocoovviieiee e 22 1,641 470
Other @ssets ... e 379 248 66
Other long-term iabilities . ..........c.co.oocovoeeeeeeeeee, (1,315) 94 1,679

Net cash provided by operating activities.............. $ 35,324 $ 32,802 $ 10472

" Supplemental disclosure of cash flow information:
Non-cash financing activities:

Stock awards ..o, . $ 247 $ 244

The accompanying notes are an integral part
of the consolidated financial statements
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' ' STANLEY FURNITURE COMPANY, INC. l
’ NOTES TOC CONSOLIDATED FINANCIAL STATEMENTS l
' |

!

t

1. Summary of Signrf‘ icant Accounting Policies
[
Organization and Basis of Presentation |
The consolldated financial statements lnclude Stanley Furniture Company, Inc. and our wholly owned
subsidiaries. AII sugnn‘" cant inter-company accounts and transactions have been ellmlnated We are a leading
designer and manufacturer of wood furniture excluswely targeted at the upper~med|um price range of the |
residential market. I l | -

We operate in one business segment. Substantlally all revenues result from the sale of residential |
furniture products in the Unlted States. Substantlally aII trade accounts recelvable are due from retailers in this
market, which con5|sts ofa large number of entrtles with a broad geographical dlsper3|on [

‘ |
. t i
Revenue Recoqnition l

Sales are recognized when products are shlpped to customers. Revenue includes amounts billed to'
customers for sh:pplng [ Costs to warehouse and prepare goods for shipping to customers are expensed and
recorded in selllng general and administrative expenses and amounted to $6.0 million, $6.6 million and $5.0!

million in.2006, 2005 and 2004 respectively. : !

l l
Inventories !

Inventories arejvalued at the lower of cost or market. Cost for all inventories is determined using the first-
in, first-out (FlFO) method. I

1 -
Property, Plant and Egquipment : | ;

Depreciation of|property plant and equnpment is computed using the stralght -line method based upon the
estimated useful lives. Gams and losses related to dlsposmons and retirements are included in income.
Maintenance and repalrs are charged to income as mcurred renewals and betterments are capitalized. Assets
are reviewed for possnble impairment when events |nd|cate that the carrying amount of an asset may not be
recoverable. Assumptlons and estimates used in the evaluatlon of impairment may affect the carrying value of
property, plant and equment which could resultjin |mpa|rment charges in future periods. Depreciation pollcy
reflects judgments on the estimated useful lives of assets. |

| :

Capitalized Software Cost |

We amort|ze purchased computer software costs using the straight-line method over the estimated |
economic lives of the related products. Unamortized cost at December 31, 2006 and 2005 was approxlmately
$115,000 and $191 000, Tespectively, and is included in other assets. |

t
1

Income Taxes :

Deferred income taxes are determined based on the difference between the consolidated financial |
statement and i mcome tax bases of assets and llabllltles using enacted tax rates in effect in the years in which the
differences are expected to reverse. Deferred tax expense represents the change in the deferred tax asset!hablllty
balance. Income tax credlts are reported as a reduction of income tax expense in the year in which the credits are
generated. l i ! i
Fair Value of Financial Instruments I

The falr value of our long-term debt is estlmated using a discounted cash flow analysis based on the
incremental borrowmg rates currently available to us for loans with similar terms and maturities. At December 31,
2008, the fair value is not materially different than our carrylng value. The fair value of trade receivabies, trade
payables and letters of |c:redlt approximate the carrylng amount because of the short maturity of these |nstrurnents
| !
Pension Plans h ' '

Our funding pollcy has heen to contribute to all qualified plans annually an amount equal to the normal
cost and a portlon of the unfunded liability, but not to 'exceed the maximum amount that could be deducted for
federal rncomeltax purposes ,

F8




STANLEY FURNITURE COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

1. Summary of Significant Accounting Policies (continued)

Earnings per Common Share
Basic eamings per share is computed based on the average number of common shares outstanding.

Diluted earnings per share reflects the increase in average common shares outstanding that would resuit from
the assumed exercise of outstanding stock options, calculated using the treasury stock method.

Goodwill

In accordance with Statement of Financial Accounting Standard No. 142, ("SFAS 142"}, “Goodwill and
Other Tangible Assets,” we tested goodwill of $9.1 million for impairment as of December 31, 2006 and 2005
and determined that no impairment loss was necessary. We will continue to test goodwill for impairment at least
annually.

Tariffs imposed on wooden bedroom furniture imported from China

Tariff expense is based on the most current rates published by the Department of Commerce. These
rates are potentially subject to an administrative review process starting approximately one year after the
publication date. The final amounts will depend on whether administrative reviews are performed and the
outcome of those reviews, if any, on the vendors we purchase from.

Use of Estimates _

The preparation of consolidated financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reported in the
consolidated financial statements and accompanying notes. Changes in such estimates may affect amounts
reported in future periods.

2. Property, Plant and Equipment

Depreciable
lives (in thousands)
(in years) 2006 2005
Land and buildings .........cccoovoveirivn e 20to 50 $ 40,887 $ 39,894
Machinery and equipment.............ccoc e 5t012 79,051 77,693
Office furniture and equipment.............cccoc v 3t010 1,452 1,452
Construction in Progress ..o e 2,071 464
Property, plant and equipment, at cost............. 123,461 119,503
Less accumulated depreciation ..............cceeevee. 74,302 68,759
Property, plant and equipment, net.................... $ 49,159 $ 50,744
3. Debt

{in thousands)
2006 2005
7.43% Senior notes due through November 18, 2007 ...................... $1,428 $ 2857
6.94% Senior notes due through May 3, 2011 ... 7,143 8,571
TOAL v e e et 8,571 11,428
Less current maturities ... 2,857 2,857
Long-term debt, exclusive of current maturities .............................. $5.714 $8.571

Annual principal requirements are $2.9 million in 2007 and $1.4 million in each of 2008, 2009, 2010 and
2011.

At December 31, 2006, no borrowings were outstanding under a revolving credit facility that provides for
maximum borrowings of $25.0 million and matures in August 2008. Interest is payable monthly at the reserve
adjusted LIBOR plus .50% per annum (5.8% on December 31, 2006) or, at our option, prime minus 1.0% (7.25%
on December 31, 2006). We utilize letters of credit to collateralize certain insurance policies and inventory
purchases. Qutstanding letters of credit at December 31, 2006 were $3.5 million. The above loan agreements
require us to maintain certain financial covenants, including a limit on total debt and a fixed charge coverage ratio.

F9




3. Debt (contlnued)

On January 26, 2007 we entered into a defi nltlve agreement to borrow $25 million in a private note
placement. Fundlng is expected to oceur on or before Aprll 17, 2007. The note will bear interest at 6. 73%

NOTES TO CONSOLIDATED Fi

STANLEY FURNITURE COMPANY, INC.

NANCIAL STATEMENTS (CONTINUED)

per

annum and be payable |n seven equal annual pnnmple payments starting in May 2011 with the final payment

due in May 2017. Proceeds from the loan will be used for general corporate purposes including our stock

repurchase pro'gram !
I
4. tncomt:a Taxes :
The prov:isio'n for, income taxes consists of ('in thousands):
il i !
‘ < [
: ! , 2006
Current: | 5 ,
Federall......... E ............................................... $ 9,440
State...l.. ... 1 SO L 845
Total current...i...‘ ....................................... '| 10,285
Deferred: i . |
Federalll........... 2 OO NY B (1,158)
State.............. OO I ... {(174)
Total déferred .|..'.1 ........................................... ... (1,332)
.. 8$8954

1

2005

2005 2004
i
$12,198 $10,943
1,101 1,005
13,299 11,948
1
(543) (177)
| (82) (27)
(625) (204)
$12.674 $11.744

t

A reconmhatlon of the difference between the federaf statutory income tax rate and the effective

income tax rate follows i
|

" .
Federal statutory rate

State tax, net of federal benefit..................L.
State tax credlts and adjustments....................
Increase i in cash surrender value

of life msurancefpoll

Deductlon for qualtﬂed domestic ,

productlon activities
Other, net.l ........... I..!‘...
Eﬁectlve mcome tax

December 31 foIIow (|n tho
o !
i !

l : t
The lncome tax effects of temporary differences that comprise deferred tax assets and liabilities at
' 0
[
[

CIES ..o

rateI

usands)

Current deferred tax assets (liabilities):

Accounts recewable

2006
35.0%

3.0
(-8)

(1.4)

(-4)
_L.6)

34.8%

Employee benef" ts ...................................................................
Other. accrued expenses )

Net curIrent deferlred tax asset )

Noncurrent deferred tax liabilities (assets):
Property plant and equipment................ bl

Employee beneﬂts‘...

Net noncurrent deferred tax liability RS ST
i
. E !
]
! i
i !
- ‘ [
-
' |
[
I
t
| i | | |

| F10

(-5)
(1)
35.3%

2005
]
$| 594 $ 599
3,226 1,732
[ 108: 131
$3,928 $ 2,462
|
{
$9,334 $ 9,937
(1,912 227
$7.422 $10,164
|
] 1 ——
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STANLEY FURNITURE COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED})

5. Stockholders’ Equity

On April 26, 2005, the Board of Directors declared a two-for-one stack split effected in the form.of a 100%
stock dividend distributed on June 6, 2005. All share and per share amounts for all periods presented prior to
the split have been adjusted to reflect the stock split. At the April 26, 2005, stockholders meeting, stockholders
approved an amendment to the Company’s certificate of incorporation increasing the number of authorized
shares of common stock from 10 million to 25 million.

For the three years ending December 31, 2006, we have used $56.6 million of cash to purchase 2.5
million shares of our common stock on the open market at an average price of $22.80. On July 17, 20086, the
Board of Directors increased our stock repurchase authorization to $50.0 million. At December 31, 2006, we
have approximately $32.6 million available on this authorization.

In addition to common stock, authorized capital includes 1,000,000 shares of "blank check” preferred
stock. None was outstanding during the three years ended December 31, 2006. The Board of Directors is
authorized to issue such stock in series and to fix the designation, powers, preferences, rights, limitations and
restrictions with respect to any series of such shares. Such “blank check” preferred stock may rank prior to
common stock as to dividend rights, liquidation preferences or both, may have full or limited voting rights and
may be convertible into shares of common stock.

Basic and diluted earnings per share are calcutated using the following share data (in thousands):

2006 2005 2004
Weighted average shares outstanding
for basic calculation...........cc.coeeviveiein 11,649 12,766 12,574
Effect of stock options...........c..cceooi e, 275 388 525
Weighted average shares outstanding
for diluted calculation..................co 11,924 13,154 13.099
6. Stock Based Compensation

Effective January 1, 2006, we adopted Statement of Financial Accounting Standards No. 123 {revised
2004), “Share-Based Payment,” (“FAS 123(R)"} using the modified-prospective-transition method. -Under this
transition method, compensation cost in 2006 includes options granted prior to but not vested as of December 31,
2005, and options granted in 2006. Therefore, results for prior periods have not been restated.

The adoption of SFAS No. 123(R} lowered net income by approximately $213,000 in 2006 and had an

insignificant impact compared to if we had continued to account for share-based compensation under APB No. 25,

Accounting For Stock Issued to Employees.

The following table illustrates the effect on net income and earnings per share if we had applied the fair
value recognition provisions of SFAS No. 123 during the periods presented. For the purposes of this pro forma
disclosure, the value of the options is estimated using a Black-Scholes option-pricing model and amortized to
expense over the vesting periods (in thousands, except per share data).

2005 2004

Net income as reported ..........ooovveviiieioie e $23,231 $20,789
Deduct: Total stock-based compensation expense determined

under fair value based method for all awards, net of related

taX effeCtS o 628 1.801
Pro forma net inCOME ..o e $22,603 18,988
Earnings per share:

Basic—asreported ... $ 182 1.65

Basic—proforma ..o $ 1.77 1.51

Diluted — as reported ..o s 1.77 $ 159

Diluted — pro fOrMa........ooociie e § 172 1.47




|

NOTES TO CONSOLIDATED F
[

Stock Based Compensation (continued)

|
As of December 31, 2006, there was apprommately $1.7 million of unrecognlzed compensation cost related
to unvested share-based compensation awards granted That cost is expected to be recognized over the!

four years. | t

b

STANLEY FURNITURE COMPANY, INC.

INANCIAL STATEMENTS (CONTINUED)

l
i
|

}next
r

In November 2005 the FASB issued FASB Staff Position No. FAS 123(R) -3 ("FSP 123(RY"), Transmon
Election Retated to Accountmg for the Tax Effects of Share-Based Payment Awards. FSP 123(R)-3 provides an
elective alternatlve transmon method for calculatlng the pool of excess tax benef ts available to absorb tax
deficiencies recognlzed subsequent to the adoptlon of FAS 123(R). Companles may take up to one year from the
effective date of FSP 123(R)-3 to evaluate the avallable transition alternatives and make a one-time election as to

which method to adopt. We have elected the Iong-form method for calculatlng the pool of excess tax benefits.

t

Our stock option plans provide for the grantlng of stock options and stock awards up to an aggregate of
5,000,000 shares of common stock to employees and dlrectors at prices equal to the market value of the stock on
the dates the options were granted. The options granted have a term of 10 years from the grant date and granted
options for employees]vest ratably over a four to fi ve year period. The fair value of each option is amomzed into
compensation’ expense on a straight-line basis between the grant date for the optron and each vesting date We
have estlmated the falr value of all stock option awards as of the date of the grant by applying the Black- Scholes
pricing valuatlon model The application of this valuatlon model involves assumptlons that are Judgmental and
sensitive in the determmatlon of compensation expense The weighted average for key assumptions used in

determining the fair value of options granted durrng 2006 follows:

‘ ‘Expected price vo!atlllty
: Risk-free interest rate ........
‘Dividend yield

]Forfelture rate |
i

Hlstorlcal mformatlon was the primary baS|s for the selection of the expected volatility, expected dlwdend
yield, forferture rate and the expected lives of the optlons The risk-free interest rate was selected based upon
- yields of U. S. .Treasury issues with a term equal to

Stock optron actlvrty for the three years ended December 31, 20086, follows:

Outstandlng at January 1, 2004
Exermsed [l

We|ghted average expecteld life in years

34.66%
4, 25%
5. 46
1. 36%
6.05%

the expected life of the optlon being valued.
1

|
t
|
[
|
i

. Weighted- ,

Average  Aggregate
Weighted-' Remaining Intrinsic
Average Contractual Value
Number Exercise . Term (in !

of shares Price | (in years) thousands)
1,638,000 $12 98 7.5 i
(428,600) 11.76 I
8,000 19.50 |
1,217,400 13.45 5.8 i
(469,000) 13.57 |
106,728 24.09. }
855,128 14.71 57 1
(25,000) 18.05 :
{90,000) 12.35 |
185275 23.65, '
925,403 $16.64 5.8 $5,108 |
I
106,803 $14.51 4.6 $5,108 I
i
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STANLEY FURNITURE COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

6. Stock Based Compensation (continued)

At December 31, 2006, 187,001 shares were available for future grants and awards. In addition, 10,000
shares of common stock with a fair market value of $24.56 was awarded to key employees in 2006.

The average fair market value of options granted, and cash proceeds, tax benefits and intrinsic value
related to total stock options exercised during 2006, 2005 and 2004 are as follows ({in thousands, except per
share data):

2006 2005 2004
Average fair market value of options granted
(PBF Bhare) ..o $.9.89 $ 9.32 $ 7.56
Proceeds from stock options exercised................ 1,111 6,362 5,043
Tax benefits related to stock options exercised ... 386 1,748 1,477
Intrinsic value of stock options exercised............. 1,046 4,730 3,863

7 Employee Benefits Plans

Defined Contribution Plan

We maintain a defined contribution plan covering substantially all of our employees and make
discretionary matching and profit sharing contributions. The total plan cost, including employer contributions,
was $1.5 million in 2008, $1.7 million in 2005 and $1.7 million in 2004.

Pension Plans

On July 17, 2006, we announced our decision to terminate our defined benefit pension plan (the “Plan”).
No benéfits have accrued under the plan since it was frozen in December 1995, at which time our contributions
to a 401(k) savings plan became the primary retirement benefit. The Plan’'s termination has been approved by
the Internal Revenue Service and reviewed by the Pension Benefit Guaranty Corporation; therefore, final
termination and distribution of assets is expected to occur in the second quarter of 2007. We expect to make
cash contributions to the Plan of $1.0 million to $1.5 million between now and the final distribution.

We have adopted the provisions of Statement of Financial Accounting Standards No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements
No. 87, 88, 108, and 132(R)" ( “SFAS No. 158" ), as of December 31, 2008. In accordance with SFAS 158, our
2005 accounting and related disclosures were not affected by the adoption of the new standard. The table

- below summarizes the incremental effects of SFAS No. 158 adoption on the individual line items in our

Statement of Financial Position at December 31, 2006 (in thousands):

Pre SFAS SFAS Post SFAS
No. 158 No. 158 No. 158
Adoption Adjustment  Adoption
Assets:
Deferred INCOME TAXES8 ...oooveeveeeeeeeeeaeeeenn $3.414 $ 514 $3,928
Liabilities: - ‘
Accrued Salaries, Wages and Benefits........ 8,524 1,344 9,868

Accumuiated other comprehensive loss ...... 3,990 830 4,820

F13
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7. Employee Beneflts Plans (continued) r

Benefits dc not accrue under our pension plans after 1995. The financial status of the plans at December

31 follows (in thousands)

| STANLEY FURNITURE COMPANY, INC.
‘NOTES TO CONSOLIDATED! FINANCIAL STATEMENTS (CONTINUED)

1
) ._2006 l 2005
| Stanley Supple- ! ~Stanley Supple-
[ Retlrement mental ' Retirement mental
| Plan ' Plan__ ' Plan Plan |
Change in beneft oblrgatron o | l
Beginning benefit obligatlon .................... $14,197 $ 2,084 $15,602 $ 2,056
Interest cost....l....; ..................................... | (818 110 828 111
Actuarial loss !L.......... t..l ........................... " |2,479 (57) | 709 48
Benefits paid.ll.......... N . _(2.429) (158) | (2,942) (131)
Ending beneflt oblrgatlon ....................... 151065 1,979 r 14,197 2,084
Change in plan assets . ! |
Beginning fan'[value of plan assets.......... ' 15,254 : 15,766 ‘
Actual return on plan assets .................... | ’ 1},0I89 930
Employer contrrbutrons L 7 158 1,500 131
Benefits pald.i ..... T | 2,429) {158) (2,942) {131)
Ending fair value of plan assets ............ ' 131914 ! 15,254 ;
Funded status.ih....... .l .. $ (1:151) . $ (1,979) 1,057 (2,084}
Unreccgmzed IIoss (|n| 2005) ................... Pl | 5,264 288
Net Amount recognlzed (in 2005) ........... $6.321 $(1.796)
l EI 1 | b
Amount recognl|zed in the consolidated balance sheet _ ' ’
Currenthabllltles ....................................... 1$(1,151) $ (159) ’
Non:current Ilabllltles .|...”. ........................... [ {(1,820) . {
Prepald (accrued) benef tcost......ce.e. | i $6,321 $(2,084)
Accumdtated other comprehenswe loss .. | : ! 288
Total....c.. 1S [ SR F ) $(1,979) $.6.321 $(1,796)
| . ‘

We made no:cash contrlbut|ons to the Stanley Retrrement Plan in 2006 and $1.5 million in 2005. [

t

-We marntarn an mvestment policy for the management of the assets of The Stanley Retirement Plan. The
objectwe of thls pollcy has been to build a structurﬁed portfollo designed to achreve the-most desirable balance
between’ mvestment return and asset protection by |nvest|ng in equities of high quallty companies and in hlgh
quality fixed i mcome secuntles which are broadly balanced and represent all market Sectors In preparatlon for
final termlnat|on and dlstrlbutlon which is expected to accur in the second quarter of 2007 we have adjusted
the plan’s asset Ialloc:ahon to fixed income and short|term investments. The mvestment structure has provrded
the necessary quuldlty for payment of retirement benet" ts The target aIIocatlon and the actual allocation for
assets of The Stanley Retlrement Plan at December 31 2006 and December 3]1 2005, the measurement date,

are as follows; || - ; '

: Target !
E | Allocation Percentage of Assets T
: F 12006 2005
EqUtY oo F 30 to 90% , 603%
FiX€d iNCOME |.o.cccvvvrroreessvnrr 30 to 60% 86.0% 30.0 :
Other .lovveodcdc | 3 to 25% 114.0 9.7
Totrrl ........ H ....................................... 100.0% 100.0%
} :

The beneflt oblrgatron of the Supplemental Plan anonqualified plan, exceeded the accrued benefit cost at
December 31, 2005 The net accrued benefit cost of the Supplemental Plan mcluded a minimum pension
liability of $288 000 at December 31, 2005. r i

|

|

= . | Fl4 |
x |

|

|
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STANLEY FURNITURE COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

7. Employee Benefits Plans (continued)

Components of pension cost follow {in thousands):

2006 2005 2004
Interest Cost........ocoovveiiee e $ 928 $ 939 $973
Expected return on plan assets............. (982) {1,009) (967)
Net amortization and deferral ................ 500 437 460
Netcost. ... 446 367 466
Seltlement expense...........cceceeieeeeen 904 985 372
Total eXpense ...........ccoecvciciricinenenen $1,350 $1.352 $838
The assumptions used to determine the plans' financial status and pension cost were:
2006 2005 2004
Discount rate for funded status ............. 5.75%15.00%(a) 5.50% 5.50%
Discount rate for pension cost............... 5.50% 5.50% 6.00%
Return on assets .......ocovvvvevcieeennniennnn, 6.50% 6.50% 6.50%

{a) The 5.75% relates to the Supplemental Plan. The Stanley Retirement Plan used a discount rate of 5.00%,
which is the rate that will be used at distribution.

We expect to distribute and/or purchase annuities amounting to $15.0 million to $15.5 miillion in the
second quarter of 2007 upon final termination of The Stanley Retirement Plan. Estimated future benefit
payments for the supplemental plan are $159,000 in 2007, $157,000 in 2008, $154,000 in 2009, $152,000 in
2010, $149,000 in 2011,and a total of $741,000 from 2012 through 2016.

Qur pension expense is developed from actuarial valuations. Interest rates used in these valuations are
key assumpuons including discount rates used in determining the present value of future benefit payments and
expected return on plan assets, which are reviewed and updated on an annual basis at the beginning of each
year. We are required to consider current market conditions, including changes in interest rates, in making -
assumptions. In establishing our expected return on assets assumption, we review asset allocation considering
plan matunty and develop return assumptions based on different asset classes adjusting for plan operating
expenses The return assumptions are established after reviewing historical returns of broader market indexes,
as well as historical performance of the investments of The Stanley Retirement Plan. For 2006, the discount
rate is based on the rate at which benefits will be calculated on the distribution date and the return on assets is
based on returns expected over the next few months from short term investments.
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STANLEY FURNITURE COMPANY, INC. |

NOTES TO CONSOLIDATEDl FINANCIAL STATEMENTS (CONTINUED) '

7. Empldyee Benelfits Plans (continued) : %
Postretir'ementf Beneﬁtls T)ther Than Pensions E . : E
l

| ‘
We provude health.

icare benefits to eligible retrred employees between the ages.of 55 and 65 and provide
life insurance beneflts to elrgrb!e retired employees from age 55 until death. The plan’s financial status at |
December 31, the measurement date, follows (in thousands): E
' [
| | 2006 2005 |
Change in benefit cbligation: ‘ '
Beglnnrng[beneﬂt obligation .............. S SO $ 3,298 $ 3111 :
Servrce e+ ST s 71 88 .
ItErest COSt ... ovvrvereere S 155 183 |
Actuarial (gam) 1o T Y A {299} 160 !
Plan partrcrpants contributions ......... S IO 170 159 !
Benefits pald ...................................... S SOV (435) (403) :
AMENAMENES ..vrrsvvvvresvence IS RO (84) |
Endrng benefit obligation................. e, 2,876 3,298 l
Change in plan assets: ' !
Beglnn:ng fair value of plan assets .....|................ |
Employer contnbutlons..........................i ..................... 265 244 i
Plan partrcrpants contributions ......... 3 ..................... 170 159 ‘
Benefts pald1 ..................... {435) {403) i
Endmg farrivalue of plan assets ... N0 I i
Funded Status ....................cccooeeririnn SO0 SO $(2.876) $(3,298) |
Unrlecognrzed NEtIoSS.....ocovi e, '....| ..................... : 962 |
Unrecognrzed transition obligation...... i ..................... ‘ 914 l
Accrued benefit COst............cocermreann., S SO $(1.422) [
A : I
Amount recognlzed in the consolidated balance sheet: ‘ i
Current Ilab|I|t|es .................................. S O $ 251 $ 467 a
Non|current liabilities...........ccccorvvennne. e 2,625 955 |
' Total :l ....................................... L, $2,876 $1.422 i
Components of rlet periodic postretirement benefit cost were (in thousands}): )
, | 2006 2005 2004 |
_ Ser\nce oSt Lo $ 71 $ 88 $ 67
Interest cost...! ....................................... S 155 183 174 :
Amortnzatron of transition obligation ........]..c............ 122 | 130 130 |
Amortlzatlon of net:actuarial loss ......... '....| ................. 27 66 _40
- Net periodic postretirement benefit cos Sthoiiinine, $375 . $467 M :
| ' I
The assumptlons used to. determrne the plan’s financial status and postretlrement benefit cost i |
b L o 11, e .ow. <= 2008 . . 2005 .- 200
: Drscount rate for funded SEAMUS..v.voceeeeeeserss e 5.75% 5.50% 5.50%
Drscount rate for postretirement benefit cost!................ccoo..o.... 5.50% . 5.50% 6.00%
Health care cost assumed trend rate for next YEAr v 9.00% 5. 9.50% 10.00%
Rate that the cost trend rate gradually declmes 10 5.50% * 5.50% 5.50%
Year that the rate!reaches the rate it is assumed to : l
remain 'at ........ e i, 2010 2010 2010

Ani mcrease or decrease in the assumed health care cost trend rate of one percentage point in each,future
year would affect the accumulated postretlrement benef t obligation at December 31, 2006 by approximately
$141,000 and the annual postretirement benefit cost by approximately $19,000.

. |

|
i
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STANLEY FURNITURE COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

4

7. Employee Benefits Plans (continued) ’

: Estimated future benefit payments are $251,000 in 2007, $248,000 in 2008, $257,000 in 2009, $252,000
in 2010, $257,000 in 2011 and a total of $1,255,000 from 2012 through 2016,

Since the postretirement benefits other than pension do not cover any benefits after age 65, the Medicare
Prescription Drug Act will have no impact on the benefits provided under this plan.

w The amounts in accumulated other comprehensive income that have not yet been recognized as
components of net periodic benefit cost at December 31, 2006, are as follows (in thousands):

Stanley Other
Retirement Supplemental Postretirement
Plan - Plan Benefits
' NEetloSS ........ovvvvieirieiias $6,238 $223 $ 636
' Prior service cost.................. (76)
' Net transition obligation........ _ 784
Total ..o 238 5223 $1,344

The amounts in accumulated other comprehensive incomes that are expected to be recognized as
components of net periodic benefit cost during 2007 are as follows (in thousands):

Stanley Other
Retirement Supplemental Postretirement
Plan Plan Benefits
Netloss ..c..oooveeeivieeceen $130 $3 $22
Prior service cost................. (8)
Net transition obligation........ - _ _130
Total .ccoviiiiieee 130 $3 $144

Deferred Compensation

We have a deferred compensation plan, funded with life insurance policies, which permitted certain
management employees to defer portions of their compensation and earn a fixed rate of return. No deferrals
have been made since 1991. The accrued liabilities relating to this of $1.7 million at December 31, 2006 and
2005 are included in accrued salaries, wages and benefits and other long-term liabilities. The cash surrender
value, net of policy loans, is included in other assets. Policy loan interest of $1.3 million, $1.2 million and $1.0
| million was charged lo interest expense in 2006, 2005 and 2004, respectively.

' 8. Income from Continued Dumping and Subsidy Offset Act

: We recorded income of § 4.4 million, net of legal expenses and tariff adjustments in 2006, from the
receipt of funds under the Continued Dumping and Subsidy Offset Act of 2000 (CDSOA) in connection with the

' case involving wooden bedroom furniture imported from China: The CDSOA provides.for the distribution of

| monies collected by the U.S. Customs and Border Protection from antidumping cases to qualified domestic
producers, in cases where domestic producers continue to invest in their technology, equipment, and people.

1 Subsidies recorded in 2005 were insignificant.

, 9. Commitments and Contingencies

5 We lease warehouse space, showroom space and certain technology equipment. Rental expenses
charged to operations were $3.2 million, $3.5 million and $2.3 million in 2006, 2005 and 2004, respectively.
Future minimum lease payments are approximately as follows: 2007 - $773,000; 2008 - $626,000; 2009 -
$461,000, 2010 - $0 and 2011 - $0.

In the normal course of business, we are involved in claims and lawsuits, none of which currently, in
management's opinion, will have a material adverse affect on our Consolidated Financial Statements.
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NOTES TO CONSOLIDATEDJFINANClAL STATEMENTS (CONTINUED)

10. New A'ccountm’g Standards )
)

In June‘ 20086, thz]e Financial Standards Accounting Board (FASB) |ssued FASB Interpretation No. 48
Accounting for Uncertarnty in Income Taxes (“FIN 48") an interpretation of FASB Statement No. 109 (“SFAS
109"). This mterpretatlon clarifies the accounting for, uncertainty in income taxes recognized in a company’s
financial statements m'accordance with SFAS 109, Accounting for Income Taxes. FIN 48 details how
companies should recognrze measure, present and dtsclose uncertain tax posrtlons that have been or expect to
be taken. As such fi nancral statements will reﬂect expected future tax consequences of uncertain tax positions
presuming the taxrng authormes full knowledge of the posrtron and all relevant facts We have evaluated the
impact of FIN 48 and do not expect it to have a matertal .Jimpact on our fi nancral condition or results of |
operations. FIN 48 is effectwe for public companles for annual periods that begm after December 15, 2006

I

In September 2006 the Financial Accountlng Standards Board (FASB) issued Statement of Financial
Accounting Standards No 157, “Fair Value Measurements” (“SFAS No. 157").{This standard clarifies the !
prrnmple that farr value's should be based on the assumptrons that market participants would use when prrcrng an
asset or Irabrhty Addrtronally it establishes a fair value hlerarchy that prioritizes the information used to develop
those assumptrons We have not yet determined the impact that the |mplementat|on of SFAS No. 157 will have
on our results of operatrons or financial condition. | SFAS No. 157 is effective for financial statements issued for

f
l
I
STANLEY FURNITURE COMPANY, INC. l
|
|

|

fiscal years beglnmng aﬁer November 15, 2007. | . :
! : | i
11. QuarterlyRes[u ts of Operations (Unaudited) ' i
J ! k | (inlthousands, except per share data) |
2006 Quarters: First Second 'Third Fourth .
Net Sales ... A D $83,524 $77,476 $75,911 $70,636 |
Gross profit.............. L A 19,758 17,618 14,960 12,532 !
Net income.... ........... I 5,392 3,937 2,996 4,456(1) |
Net income pér share:. |
Basic .......... I [ — $ 44 $ .33 $. .26 $ 41y |
Diluted. .vvoer vkt 43 32 . .26 A40(1) |
Dividend paid per sh;are ............. 08 .08 - .08 .08 |
2005 Quarters: ? ) i ;
Netsales.........\..........! IO SO $82,950 $83,635 $85,615 $81,446 {
Gross profit...tL.......] |, 20,465 20,632 20,484 20,128 |
Netincome ....[...ccoo. bl 5,760 5.827 5,802 5842
Net income per\ share.| ( , ; i
Basic:.......... R IS O $ 45 $ .45 $ 45 $ 47 |
Diluted.......... s L, 43 44 44 46
Dividend paid | per sharel............ '.06 .06 .06 .06

or $.26 per share, of income :from Continued Dumping and Subsidy Offset Act receipts.
!

(1) Includes $2.9 million,

|
j
i
i
I

| ' F18
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HISTORICAL FINANCIAL DATA

(l','.‘l f’]ﬂﬂl;!ntit‘, except per share and tmp[oyec dati )

Income Statement: 2005 2004 2003 20029 20087 20000 19991 1998% 19979 1996Y
Net sales $307,547| $333.646 $305.815 $265.263 $243,547 $238292 $287.562 $268,585 $250,875 $214964 $204.629
Cost of salcs 242,679 251937 230,174 203410 184967 185326 218969 200499 190435 162512 156,056
Restructuring charge (1) 3.548 2,290
Gross profic 64.868] 81,709  75.641 61,853 55032 50676 68593 68086 60440 52,452 48573
Selling, general and administrative expenses 42,139% 44267 40953 35,637 32,671 30482 33656 33796 32496 29.949 30403
Unusual charge (2) 2,800
Restructuring charge (1) 733
Operaring income 22729 37442 34,688 26216 22,361 16661 34937 34290 27944 22503 18,170
Income from Continued Dumping

and Subsid_v Offser Act, net 4,419

Other income (expense) 297 288 188 203 219 (47) 82 (388) (411) (276) (616)
Interest expense, net 1,710 1,825 2,343 1748 3.090 4,007 4,003 3478 4,164 3,538 3344
i

Income before income taxes 25735F 35905 32,533 23671 19490 12607 31016 30424 23369 18689 14210
[ncome taxes 8,954 12,674 11,744 8,521 6,919 4,286 11476 11,211 8,386 7.102 5470
Net income $ 167811 $ 23231 $20789 § 15150 § 12571 § 8321 $ 193540 $ 19213 § 14483 § 11587 $ 38740
Basic carnings per share $ t44]$ 182 § 165 %5 120 § 095 5 063 $ 138§ 135 5 104 § 069 3 046
Diluted carnings per share $ 141|l$ 177 0§ 159 %8 117 $ 093 $§ 061 $ 132§ 124 § 091 $ 063 5 044
Dividends paid per share (4) $ 032|% 024 § 020 § 010

Income staternent ratios and other data:

Gross profit as a percent of net sales 21.1% 24.5% 247% 23.3% 22.6% 21.3% 23.9% 25.3% 24.1% 24.4% 23.7%
Operating income as a pereent of nee sales 7.4% 11.2% 11.3% 9.9% 9.2% 7.0% 12.1% 12.8% 11.1% 10.5% 8.9%
Net income as a percent of net sales 5.5% 7.0% 6.8% 5.7% 5.2% 3.5% 6.8% 7.2% 5.8% 5.4% 4.3%
Income taxes as a percentage of pretax income 34.8% 35.3% 36.1% 36.0% 35.5% 34.0% 37.0% 36.8% 38.0% 38.0% 38.5%
Depreciation and amortization $ S837| % 5670 $ 3622 § 5783 § 7.693 5 8455 5 8141 3 6347 $ 5775 5 3432 5 5200

Ellalilncl' Shcct :I.l.'l.d Uthfr d:l(ﬂ.:

:Cash $ 6269 $1255 $ 7.632 § 2509 $ 9227 $ 1,955 $ 1825 § 3597 § 6791 §  7S6 § 8126
'[nvcmorics 59,364 69,961 73,658 54,638 54,158 49,522 54.423 43,580 46,514 45,730 40,239
Curent maturitics of long-term debe 2,857 2,857 4,257 7014 6,914 6,839 6714 5.236 5,136 5.086 725
Working capital excluding cash and current
" maturitics of long-term debe 68,624 81,501 85192 68960 60,631 56,155 58648 40,170 42753 45770 38824
Totnl assets 162.678| 190488 188.888 164,203 172485 163,003 179.206 170,522 154374 143225 141,510
Long-term debt including current marurities 8.571 11428 15685 22700 29614 37053 52169 38404 43539 52577 39,350
Stockholders’ equity 109.647| 132,749 127265 102558 99687 87294 79477  79.573 62368 48247 61,617
Capiral expenditures (5) 4196 4.986 1718 1,243 1.037 4172 6068 25566 6,680 4,076 3,599
Ratia of total debr to coral capiralization (6) 7.3% 7.9% 11.0% 18.1% 22.9% 29.8% 39.6% 32.6% 41.1% 52.1% 39.0%
IEmployccs 2,200 2,500 2,600 2,500 2,600 3,050 3,350 3,100 2.875 2,800 2.700
Stock repurchases:

Shares 1,423 1.057 - 1,131 317 172 1,739 454 630 4,653 600

Toral cost 33,576 22,993 14788 . 3.066 1,973 19,754 4,708 5,553 25,330 2,268
Closing stock price $ 2145] 8% 2318 $ 2248 § 1575 § 1163 § 1189 § 1206 $§ 909 $ 913 § 697 § 497

{1) Recorded restructuring and related charges in 2002 of $3.5 million, or §.17 per dilured share and $3.0 million, or $.15 per diluted share in 2001 for a plant closure.

{2} 1n 2001, we recorded a $2.8 million, or $.13 per diluted share charge to write off amounts duc from a major customer.

{3) Amounts have been retroactively adjusted to reflect the two-for-one stock splits, distributed in the form of a stock dividend, on May 15, 1998 and Junc 6, 2005,

{4) No dividends were paid on our common stock prior ro 2003,

{(5) In 1999, we spent $10 million on expansion projects at existing facilicics and $15 million to purchase and equip a new faciliry.

{6) Total capitalization includes total debr and stockholders’ equicy.
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